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. PREFACE 

QOME of the best brains in the world are at 
present engaged in solving the riddle of gold. 
This book does not pretend to have made their 
task less difficult than it is, and I will be satis- 
fied if it is regarded simply as an introduction 
to certain important problems that have been 
raised by the international gold and capital 
movements in the last few years. 

The subject has been treated purely from an 
international point of view. I have purposely 
refrained from commenting extensively on the 
question of the Indian gold exports, because 
it has been already discussed threadbare by 
many Indian economists and I have also had 
an occasion to deal with it in my booklet. 
Devaluation of the Rupee. 

Coming to the very pleasant duty of 
thanksgiving, I must mention that this book 
had the rare fortune of receiving a kind 
perusal, in its manuscript form, from one who, 
by virtue of his learning and experience, is 
undoubtedly one of the highest authorities 
on British as well as international finance. 
I need only say that I feel as deeply indebted 
to him as to anybody else in the world. 
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I may also take this opportunity of thanking 
all who have assisted me in the preparation 
of this work. I would particularly mention 
my obligations to my cousin, Professor B. P. 
Adarkar of the Allahabad University and my 
friend. Professor D. Ghosh of the Bombay 
University, with whom I have had many 
valuable discussions on the subject. I am 
highly grateful to them as also to my learned 
friend, Khan Bahadur Dr. S. N. A. Jafri, for his 
kindly interest and assistance. None of these 
gentlemen, however, undertake any responsi- 
bility for the views expressed by me. I have 
also to thank Mr. A. S. Banavalikar, who has 
helped me by some clever suggestions towards 
improving the general presentation of the 
work. 

Finally, I must add that I owe the very 
idea of writing a book on this subject to my 
brother, Mr. V. N. Adarkar, whose constant 
advice in such matters is one of my most 
valuable assets. 


B. N. ADARKAR 
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CHAPTER f 

THE SUPPLY OF GOLD 

F rom time immemorial the auri sacra fames has 
continued to make an appeal to the deepest 
instincts of man. Early in the dawn of history, 
nearly two thousand years before the beginning of the 
Christian era, when the sacred Hymns of the Vedas 
were composed, the poet sages of India sang some of 
their choicest hymns in praise of gold. ^ The gods of 
winds and waters were imagined as covered with 
golden ornaments, using golden weapons and 
showering their blessings on the earth in the form of 
gold. 2 The boon of immortality was promised to 
all who gave gold to the sacrificial priests. ^ India 
is a land of gold and in spite of the caravans of 
treasure that he removed out of India in his sixteen 
successive raids, the notorious Muhammad Gazni 

1. The Golden Age preceded the Iron Age. “ The ancient men 
knew the use ©f gold long before they acquired a knowledge of 
copper or iron for the purpose of making tools. ” V. Smith : Ojrford 
liutory of India, p. 3. 

2. “ I sni ii 

BigxcdAi ii. 35. 10. 

Translation : The son of waters is of golden form, of golden 
aspect, of golden hue. To him coming from a golden womb, the 
givers of gold give food. * 

\ Jtiyveda x. 107. 2. “The givers of 

gold attain immortality.” 
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remained just a poor man as compared to the amount 
of gold he left behind. Vast quantities of precious 
metals must have poured into this land in the course 
of its trade with the Roman Empire and although gold 
went out of the country during certain periodsi the 
movement was mostly inward since the fifteenth 
century when the country began its commercial 
relations with foreign countries on a large scale. 

Although gold is worshipped with a peculiar 
fervour in India, it has also played its part in the 
life and history of several other nations in the ancient 
world. The exploration of America was in fact a 
search for the yellow metal and the flow of gold that 
came out of the New World during the sixteenth 
century gave countries like Spain one of their periods 
of exceptional prosperity. Thanks to the bravery 
of Sir Francis Drake, England too had a share in this 
flow of American gold. The history of gold is as 
bright and luminous as the metal itself. 

It is not known where gold was first mined, 
but it seems that during the Middle Ages, Saxony, 
Austria and Spain were the important producers of 
gold. After the discovery of America, Mexico and 
Brazil became important sources of supply and they 
remained in that position for two centuries. In 1823, 
Russia became prominent and threw all other 
producers into the background. For a quarter of 
a century (from 1823 to 1848) Russia contributed 
nearly fifty per cent of the world’s total supply. In 
1849, however, the Californian mines were discovered 
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and in 1852, Australia became an important gold 
producer with the result that Russia ceased to be the 
leading gold producing country. Between 1853 and 
1893 the United States and Australia vied with one 
another for the premier position, Russia lagging behind 
as the third. Nearly eighty-seven per cent of the 
world’s supply was produced in these three countries 
during this period. In 1885, the Witwaterstrand 
( in South Africa ) was discovered, and it began 
to make its full contribution to the world’s supply 
of gold in 1898. Since that year to this date, it has 
remained the world’s largest gold producer. ^ The 


1 World Production 
1493 

of [Gold by 
-1936 

Periods, (a) 


Fine ozs. 

£. m. (b) Annual rate 
increase in £. m. 

1493-1600 

24,266.820 

103.1 

0.9 

1601-1700 

29,330.445 

124.6 

1,2 

1701-1800 

61,088.215 

259.5 

2.6 

1801-1850 

38,093.570 

161.8 

3.2 

1851-1900(c) 334,179.599 

1,419.5 

28.4 

1901-1932 

621.191.959 

2,638.6 

82.5 

1933-1936 

118.785.000 

504.8 

126.2 

Total 

1.226.935,608 

5,211.9 



(a) Based on the Gold Number of TIt>e Tiim, p. 21 ■ 

(b) At the rate of 84s. lljd. per fine oz. 

^c) Note the revolutionary change after 1853 
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discoveries of the Californian and Australian mines in 
the fifties and of the Witwaterstrand in the nineties 
were important landmarks in the history of 
gold mining ; because out of 1226.9 millions of fine 
ounces of gold that have been produced in the world 
since 1493 A.D., nearly 1074.1 millions have been 
produced since 1851 to-date, and 739.9 millions since 
the beginning of the present century. Apart from 
the discovery of the Witwaterstrand, the introduction 
of the cyanide process for raising the recovery 
percentage was also a factor in the revolutionary 
increase in gold production since 1901. ^ At present 
the important gold producing countries of the world 
are South Africa, Russia, Canada and the United 
States of America. Between them they produce more 
than 76 per cent of the world’s annual production. 

The output of gold reached its maximum before 
1932 in the year 1915, when it attained the level of 
22,6 million ozs. or £ 96.6 m. It fell continuously from 
1915 to 1922 due to the rise in the cost of 
production resulting from high commodity prices and 
frequent recurrence of labour troubles in South 
Africa, After 1922 it rose again. The rise in the 
annual production was accelerated particularly after 
1931, when the price of gold in most of its important 
markets soared high due to currency depreciation. 
The following tabled shows the world production of 

gold during the period 1923-36. 

0 

1. Sir Joseph Kitchin’s paper on Gold Production in The Inter, 
mtional Gdd Prohlem, (Royal Institute of International Affairs)^ 

2. The Seventh Annual Repart of the Bank for Intematiqnal Settlements, 
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South 1 
Africa. 

U.S.A. ' 

Canada. 

u.s.s. 

R. 

Other 

Coun- 

tries. 

Total for 
the world 

Year. 







In milli 


In thousands of ounces of fine gold. 


ons of 
Swiss 








francs 

1915 

9,096 

4.888 

918 

1,546 

6.146 

22,594 

2,420 

1923 

9.149 

2,503 

1,233 

438 

4,463 

17.786 

1.905 

1924 

9.575 

2.529 

1,525 

594 

4,827 

19,050 

2,041 

1925 

9.598 

2,412 

1,736 

693 

4,592 

19.031 

2.039 

1926 

9.955 

2,335 

1,754 

895 

4,430 

19,369 

2.075 

1927 

10,122 

2,197 

1.853 

810 

4.464 

19.446 

2,083 

1928 

10,354 

2.233 

1.891 

899 

4,206 

19.583 

2.098 

1929 

10,412 

2,208 

1.928 

1,085 

4,040 

19,673 

2,108 

1930 

10.716 

2,286 

2.102 

1.434 

4,184 

20,722 

2.220 

1931 

10.878 

2.396 

2,694 

1.701 

4.702 

22,371 

2.397 

1932 

11,559 

2,449 

3.044 

1,990 

5,224 

24,266 

2,600 

1933 

11,014 

2.537 

2,949 

2.667 

6.347 

25.514 

2,733 

1934 

10.480 

2,916 

2,965 

4.263 

6.715 

27339 

2,929 

1935 

10,773 

3.619 

3.280 

5,650 

7,356 

30,678 

3,287 

1936 

11,339 

4,295 

3,721 

7,350 

8.549 

35,254 

3.777 


In 1850, the annual rate of output was only 3.5 
million ounces, in 1929, it was 19.6 m. while today, it 
is 35.2 millions. The latest B. I. S. Report points out 
that the increase in gold production in the two 
years 1935 and 1936 is comparable with the increase 
previously registered at the time of the great 
■discoveries of gold mines. Only a few years ago, 
the Gold Delegation of the Financial Committee of 
the League of Nations had declared that by 1934, the 
new gold available for monetary purposes would 
iall short of the amount required to maintain prices 
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at their 1928 level. Mr. Kitchin remarked before 
the Macmillan Committee in 1930 ^ that within a 
a decade, the world’s annual output of gold would 
fall from £83 million to £76 million. The fall in prices 
since 1930 was attributed directly to this shortage 
of gold and it was held by many experts that unless 
drastic steps were taken to economise the use of 
gold, the inadequacy of gold might act as a drag on 
the price level for several years to come. All these 
apprehensions have been falsified by the event. 
While the Gold Delegation visualised a production 
of 78.4 million ozs. for the period 1931 to 1934 
inclusive, the actual production during this period 
amounted to 99.5 million ozs. After 1931, the 
production in many countries was greatly 
stimulated by the rise in the price of gold in terms 
of national currencies. The South African pound, 
for example, was devalued in December 1932, as a 
result of which the paper price of gold in South Africa 
rose in 1933 and 1934. Due to the depression in other 
industries, the gold mining industry was able to secure 
an adequate supply of native labour at old wage rates 
and its profit margin continued unchanged with the 
increase in production. The same factors have been 
in operation in other gold producing countries also. 
Not a little of this progress is due to Government 
encouragement. The Canadian Government has 
lately tried to encourage geological research by 

I Report of the Committee on Finance and Industry, p. 65. Also 
Keynes : A Treatise on Money, Vol U, p, ag6. 
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handsome subsidies. The number of gold mining 
enterprises in Canada has increased from 32 in 1931 
to 155 in 1936. ' The United States has also taken 
steps to encourage gold mining by giving federal 
loans.® The immediate outlook, therefore, is not 
one of shortage, but of a superabundance of gold. 

Since 1929, the gold output of the rest of the 
world has increased much more than that of South 
Africa which contributed 32.1 per cent of the world 
output in 1936, as compared to 53.2 per cent in 
1929.® This change in the relative position of 
South Africa is due, firstly, to the developments in 
other gold producing countries, notably Russia, 
Canada and the United States and secondly, to the 
policy of the South African gold mining concerns 
to concentrate on low grade ores. In order to 
conserve higher grades, it was decided to work 
lower grades so long as profits were high, but this 
meant an extension of the milling plant which 
could not immediately make its full contribution 
to the current output. The Union Corporation 
estimates that by 1937 the increased capacity 
of the plant and bringing into production of new 
mines will more than offset the reduction in output 
<lue to the milling of low grade ore and the South 

1. Charles 0. Hardy : Is there enough Gold? p. 60. 

2. Taskar L. Oddie on “Gold Production ", in the Mining 

Journal, 1936. * 

3. Busschau ; The Theory of Gold Supply, pp. 1-2 and p. 181. 
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African output may expand to the level of 15 millioa 
ounces within the next five or six years. The 
conservation of higher ores is certainly a wise policy^ 
because it lengthens the life of the mines and also 
makes sure of a higher rate of annual output in 
the future. 

There has recently been a tremendous increase 
in the output of Russian mines. While in 1913 the 
Russian output amounted to 1.7 million ounces only*, 
it now amounts to 5.6 million ounces. While before 
the war the Russian output was only a fraction of the 
South African, it now amounts to more than half 
the latter. Considerable amounts of capital have been 
invested by the State in gold mining, and labour 
costs have been drastically reduced. According 
to the prediction made by the Chief of the Soviet 
Trust which is concerned with gold production, ^ the 
Russian mines would attain a rate of 11- million 
ounces by 1940. Within a short time Russia hopes to 
compete with South Africa as the world’s premier 
gold producer, if the South African production fails 
to keep up its present rate of increase. 

The Canadian output has also increased from 
1,928,000 ounces in 1929 to 3,721,000 ounces in 1936. 
Apart from the decline in costs of production due to 
the general depression in trade and industry, the 
expansion of the Canadian output has been mainly 
attributed to the explorationof ore reserves in certain 

1. Quoted by Keynes ; "The Supply of Gold ” in the Mt-'wime- 
Journal, September, 1936. 
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inaccessible parts of Canada such as the Northern 
Ontario and is, therefore, of a permanent character. 
The increase in the gold production of the United 
States, however, from 2,208,000 ounces in 1929 to 
4,295,000 ounces in 1936 is believed to have been 
caused mainly by the general depression in other 
industries and is, therefore, not expected to be 
permanent. 

Thus, out of the four important sources of supply, 
at least three, namely. South Africa, Russia and Canada, 
show a promise of a substantial increase in output in 
the near future. If South Africa reaches the expected 
level of 15 million ounces, and Russia the level of 
11 million ounces, by 1940, and in the meanwhile 
Canadian production also maintains its present 
rate of increase, the total annual output may easily 
amount to 40 to 43 million ounces in the next three 
or four .years. This will be more than twice as much 
as the annual output in 1929. Considering the rise 
in the price of gold in terms of currencies like sterling 
or dollar, the increase in the money value of the 
annual output of gold would amount to nearly 275 
per cent of its value in 1929. 

It is not surprising, then, that this rising 
production of gold has begun to perplex the financial 
brains of the world. The problem is how to save 
the world’s monetary systems from the dangers of a 
gold inflation and at the same time to prevent a fall 
in the price of gold. This flood of gold from the 
the mines is being swelled further by shipments of 
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dishoarded gold from the East. India and China 
which were traditional absorbers of gold have turned 
into huge exporters of the yellow metal, as the 
following table ^ will show : — 

Gold exports from 


India China Hong Kong Total 
(in millions of Swiss francs) 


1931 

477 

54 

63 

594 

1932 

1.014 

118 

59 

1,191 

1933 

653 

74 

100 

827 

1934 

706 

54 

68 

828 

1935 

495 

43 

34 

572 

1936 

371 

37 

29 

437 


3,716 

380 

353 

4,449 

From 

September 

1931 to 

March 

1937 India 


exported nearly 35.3 million ounces, which is almost 
equal to the world production for 1936. And a good 
deal still remains buried in the land. The net 
imports of gold into India from 1901-2 to 1930-31 
amounted to 670 acres, ^ while our exports since 
September 1931 to date have totalled only 303 croresi 
which means that nearly 55 per cent of the gold 
imported since the beginning of the present century 
is still hidden in the country. ® 

1. The Seventh Annual Report of the B,IS. 

2 Estimated from the Review of Trade of India, 1934-35, p. 165. 

3. The Indian absorption of « gold is believed to have 
increased steac^ily after 1850. According to Mr. Kitchin’s 
estimate, India imported nearly 16 per cent of the world’s gold 
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The proportion of new gold that is available 
for monetary purposes has changed from time to 
time. It depends on two important factors : one is 
the needs of industrial consumption and the other 
is the demand for hoarding purposes. As regards 
the amount required for industrial consumptioni 
there is no unanimity of opinion among the experts 
on the subject. Kitchini Eddie and Loveday have 
produced three different estimates by following three 
different methods of calculation. ^ While Kitchin 
believed that only £ 15 million were required for 
consumption in the arts. Eddie thought £ 35 m. was 
the proper estimate and Loveday’s calculations 
yielded £ 19.5 ( or $ 95 m.) as the correct figure. ^ 
These estimates were current in the year 
1929. Lately Dr. Charles Hardy has produced 
a new estimate by applying Eddie’s methods of 
calculation to the Gold Delegation’s estimates of 
^old stock from 1913 to 1928. He says, “We suggest 
$100 million ( or £20.5 m. at par ) as a reasonable 

production between the years 1890 and 1931 and 25 per cent 
during the last decade of the period. During the same periods 
the rest of the world absorbed only 26 and 21 per cent 
respectively for non-monctary purposes. Gf. P. J. Thorpas in the 
Eeoimhid of 19-6-37, p.686. 

1. For a detailed discussion of the methods used by Kitchin, 
Eddie, Loveday, Wanen and Pearson, see Charles Hardy ; Is 
there enmtgh Odd ? p. 69.82. 

2. Loveday’s Memorandum to the Gold Delegation of the 
Financial Committee of the League of Nations: First 
Meororandum, 1930, p, 90, 
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round figure for probable industrial gold consumption 
over the next decade, with prices around 1929’ 
level.” ' This also appears to be an overestimate. 
Recently, there has been a considerable reduction in 
the demand for industrial consumption The Sixth 
Annual Report of the B. I. S. states that industrial 
consumption now does not exceed 5 per cent of the 
total production; which means that in 1936 not more 
than £ 7. 4 m. (at the rate of 85 s. per fine ounce or 
& 12.25 m. at the present market price of £ 7 per 
fine ounce) was required for the purpose. The potential 
supply of gold for monetary purposes is, therefore, 
much bigger today than what it was in 1929. 

Up to 1930, the demand for gold consisted mainly 
of industrial consumption, hoarding in the East and 
the monetary demand. As said above, the East has 
begun to dishoard gold since 1931, but a new factor has 
emerged in the form of private hoarding in the West. 
The B. I. S. Report estimated that at the end of 1934, 
the amount of gold privately hoarded in European 
countries amounted to 7,000 million Swiss francs 
or $ 2273 m, at the new parity. Owing to the 
uncertainties about the future value of most 
currencies, gold became an attractive form of 
investment, the immediate loss of interest being 

1. Op. cif , -pTI. 

2. Sir Henry Strakosch gave £6 m. ( at the old mint price > 
as his estimate of industrial consuorption in 1932. This worked 
out at 6.4 per cent of the production in that year. See The 
Tim>, Gold Number, pages 13—20. 
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outweighed in the minds of speculators by the 
expectation of a future appreciation. Recently, 
however, there has been a considerable reduction in- 
the private hoarding of gold, which is now estimated 
at $ 1000 m. ^ The following table shows the annual 
production of gold and changes in the central 
banks’ gold reserves, the difference between the 
two being the amount required for industrial 
consumption and additions to private and public 
hoards. The public hoards consist of the unreported 
holdings of central banks and the different Exchange 
Equalisation Accounts. 

In millions of fine ounces. 


I 

Year 

II 

Gold Pro- 
duction. 

III j 

Dishoard- 
ing from 
India, 
China and 
Hong 
Kong, 

IV 

Changes in 
gold reserves 
of Central 
Banks and 
Governments. 

y 

Additions 
to (-f) or 
reduction i 
in (—) am- 
ount of 
gold used 
for indus- 
trial and 
hoarding 
purposes. 

VI 

Percentage 
of IV to 
the sum of 
II and III. 

1931 

22.4 

5.5 

+ 18 

+ 9.9 

64.2 

1932 

24.3 

11.0 

+ 29.3 

+ 6.0 

83.0 

1933 

25.5 

7.7 

+ 1.6 

+ 31.6 

6.0 

1934 

27.3 

7.7 

+ 45.1 

- 10.1 

128.5 

1935 

30.7 

5.3 

- 5.4 

+ 41.4 

— 14.0 

1936 

35.2 

4.1 

+ 30.8 

+ 8.5 

79.5 

1931-6 

165.4 

41.3 

m 

+ 119.4 

+ 87.3 

58 


1. This particular figure has been published by the Federal 
Reserve Bovdt The Times of Indian 13-8*1937« 
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It will be noticed that from the beginning of 1931 
to the end of 1936 the total gold production 
■amounted to 165.4 million fine ounces and shipments 
from India, China and Hongkong to 41.3 million 
ounces. Out of the total supply of 206.7 m. ounces 
of gold that came on the world market only 119 m. or 
58 per cent appears to have gone into central bank 
reserves between the two dates. Thus, roughly 
three-fifths of the newly available gold is allowed to 
find its way into monetary reserves, the rest being 
-either consumed in arts, or held outside the monetary 
systems in Exchange Equalisation Accounts or 
privately hoarded. 

It will also be clear from the above table that it 
was in two critical years, 1933 and 1935, that the 
private hoarding of gold was most pronounced. We 
will find an explanation of this fact in our analysis 
of the currency events since 1929 in the next 
Chapter. 

The following table shows the distribution of 
gold in 1929 and 1936: — 
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Country. 1929 1936 

(December) (December) 
(in millions of fine ounces) 


United States 

188.6 

322.a 

England 

34.3 

73.8 

France 

79.0 

85.5 

Germany 

26.3 

0.8 

Netherlands 

8.7 

14.0 

Belgium 

7.7 

18.0 

Switzerland 

5.5 

18.7 

Total gold reserves 

of the world. 

499.4 

647.5 


(50 countries) 

(52 countries)- 

Percentage of the 7 
countries mention- 

ed to the total. 

69.7 

82.2: 

Percentage of gold 
held by U. S., Eng- 
land and France to 

the total. 

60.5 

74.3 


Percentage of gold 

held outside the 

three countries. 39.5 25.7 

It will be observed that while the three countries 
United States, Great Britain and France held 60.5 per 
cent of the total gold reserves in 1929, they now hold 
74.3 per cent. The percentage share of the U. S. has 
increased from 37.6 per»ccnt to 49.7 per cent. Thus, 
the international mo vements of gold during the last 
seven years have done nothing to correct the 
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maldistribution of gold which was already an 
established fact in the year 1929. Germany which 
had $ 544 m. worth of gold in 1929. now possesses 
only $ 19 m. It is this maldistribution of gold that 
makes it extremely diflScult to determine whether we 
have an excess of gold or. a shortage of it. So long as 
countries like Germany which are dependent to a 
very large extent on the outside world for their raw 
material supplies, have little or no gold with which to 
purchase them, if necessary, it would sound sheer 
mockery to them to be told that the world is suffering 
from an excess of gold. Before, however, we take up 
the question of the future of gold, it will be interesting 
to take a bird’s-eye view of the international gold 
movements during the entire period from 1929 to date 
so as to unravel the various factors that are 
responsible for the present distribution of gold. Tliis 
we proceed to do in the next Chapter. 
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CHAPTER II 


INTERNATIONAL GOLD MOVEMENTS 
1929-37 
I 

GOLD ABSORPTION BY THE UNITED STATES AND 
FRANCE, 1929-32 

T he scene of international finance in the years 
immediately preceding the onset of the 
World Depression was entirely dominated by 
the monetary policies of two great powers, the 
U. S. A. and France. The mutual similarities 
as well as the conflicts between the purely 
nationalistic policies of these countries convulsed the 
rest of the world by bringing about an irresistible 
drain of gold and a collapse of international 
prices. The present distribution of gold, which is 
certainly the most serious hindrance in the 
way of the restoration of a common monetary 
standard, is the direct result of their credit policies. 

The United States of America has been absorbing 
gold throughout the post-war period. Even during 
the Great War, a considerable amount of gold flowed 
into the country between the years 1915 and 1917; 
but the really important influx of gold before 1930 
took place in the period 1921-24 — the period of 
currency disorganisation in Europe. During these 
years, private lending, from America to European 
countries fell off considerably, but the demand 
from them for American goods remained on 
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the old scale, with the result that America came 
to have an exceptionally favourable balance of 
payments which she realised in gold. By the middle 
of May 1927, the gold stock of the U. S. A. reached 
its maximum figure in the post-war decade of 
$ 4700 millions, as compared with $ 1812 millions in 
November 1914 when the Federal Reserve System 
was established. It was subsequently reduced in 
the last quarter of 1927 and the first half of 1928 as 
a result of the Reserve banks’ policy of cheapening 
credit. The loss, however, was soon made good in a 
substantial measure in 1929, when a stock exchange 
boom attracted large quantities of foreign capital. 
Although the rise in the prices of securities which 
took place in 1929 was originally due to the cheap 
money policy of the Federal Reserve banks, the 
continuous inflow of foreign capital added fuel to the 
fire. Speculation went on increasing and there were 
growing demands for call money from the banks. 
The resulting rise in the call rate had just the 
perverse effect of further attracting foreign capital 
and thus giving a fresh impetus to the market. ^ 
Between January 11, and October 25, 1929, the 
gold stock of the United States increased by $ 282 
millions. The crash came in the autumn of 1929. 

The depression of 1930 was largely due to the 
eftcr-effects of this boom. By bringing about a great 

1. The MamUlan Report, pp, 72-3. ’ 

Prof. L. Robbins : Tlte Great Deprettha. 

Keynee : A TreaXitt on Momy, Vol. II, pp. 190-8, p. 326. 
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movement of gold and by causing American banks 
to liquidate their claims on other countries, it induced 
a state of acute monetary stringency in the rest 
of the world. The flow of international capital 
came to an end and the debtor countries and 
countries depending on primary production, which 
were already suffering from tariffs and the fall 
in prices, were left with no means to meet their 
external obligations other than by exporting gold. 
Germany. Australia, Argentina, Brazil and other 
debtor countries had to part with large amounts 
of gold. The American banking system was none 
too happy by this influx of the yellow metal. Those 
banks which were caught into the vortex of the 
boom were left with a large proportion of their assets 
in a frozen condition. During the two years 1930 and 
1931, the bank failures in America reached a record 
number. Nearly 3000 banks were closed and deposits 
worth about $ 2500 m. were irretrievably lost. This 
created a state of panic which was accentuated by the 
German default in July 1931 and the subsequent 
breakdown of the gold standard in England and 
elsewhere, and a wave of hoarding swept over the 
whole of the U. S. A. There was a great demand 
for notes, gold and silver for hoarding purposes. 
The growing scarcity of gold in the years 1929-31 
had its origin not merely in the maldistribution 
of gold as between thejreserves of central banks and 
governments but also in the great hoarding movement 
in countries like the U, S, A. and France during 
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that period. Had it not been for the release of 
distress gold from the debtor countries, this 
hoarding mania would have brought about the 
crisis much earlier than it did. 

Before we proceed to describe the financial 
panics of 1931, we may turn our attention to France, 
the country which remained practically free from 
unemployment at a time when unemployment was 
increasing at an alarmingly rapid rate in England and 
America. During the years 1929-31, the American 
demand for gold was supplemented by the French 
demand. The stabilisation of the franc at a fraction 
of its former parity in 1928 introduced an era of 
great business activity in France. The expansion of 
production and employment which followed, resulted 
in an increase in the demand for currency. The- 
shortage of currency was further accentuated by the 
abnormally high figures of the French Treasury 
balances. The note circulation increased from a 
yearly average of 53.5 milliard francs in 1927 to 73.8 
milliards in the latter half of 1930. ^ There was also 
a continuous growth of bank deposits. 

It v/as inevitable that this increase in deposits 
and note issue should be accompanied by an acquisition; 
of an almost equivalent amount of gold. The 
entire monetary system of France is so shaped as to. 
make any material expansion of credit impossible 
without additional gold. The cheque system is very 


1. The Mamillan Beport, p. 73. 
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inadequately developed in that country and cash is 
held mostly in the form of bank notes. The monetary 
legislation of 1928, moreover, intended to give the 
franc a purely metallic basis. The law of 7th August 
1926, which allowed the Bank of France to buy 
foreign exchange was repealed in that year. Since 
the Bank was prohibited by its statutes to make 
unsecured advances, it could not even hold deposits 
with foreign banks. The result was that the Bank 
bad no means whatsoever to prevent an influx of 
gold. Under the new law the Bank had no power 
even to buy government securities in the open market, 
and thus satisfy the demand for money by creating 
deposits. It had necessarily to acquire gold and to 
issue notes against it. * 

The absorption of gold in France from 1923 to 
1931 was, thus, due entirely to an increase in the 
demand for currency. Gold worth about 16,603 
million francs was drawn into the monetary reserves 
of France from September 1929 to May 1931. ^ The 
.acute shortage of gold which was felt in 1931 was 
the direct outcome of this voracious absorption of 
gold by France and America during the two 
preceding years. 

Both the countries continued to acquire gold in 
1931; but while the import into the U. S. A. was 
checked in September 1931, France continued to 

1. R. G. Hawtrey: Th* Art of Central Banking ^ Chapter 
I on the French Monetary Policy, 

2. Ibid, pp. 32-5. 
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import gold up to June 1932. After the beginning of 
1931, the major influence behind the flow of gold to 
France and the U. S. A. was the same, namely, a 
greatly increased demand for gold for hoarding, 
purposes. 

The year 1931 was a year of panic. The panic 
began with the collapse of the Credit Anstalt in 
Austria in May. This was soon followed in July by 
a wholesale withdrawal of balances from Germany. 
For some years, Germany had been satisfying its 
needs of working capital by obtaining acceptance 
credits through London and New York and by 
attracting time deposits from foreigners at handsome 
rates of interest. A large proportion of this short 
term debt v/as expressed in foreign currencies. 
Germany had already suffered two such withdrawals ; 
one in March and April, 1929, during the Reparations 
discussions, when the French and Belgian balances 
were withdrawn, and the other in September, 1930, 
when the success of the extremists in the General 
Election created a feeling of distrust about the 
security of money in Germany. In July 1931 when 
the attack was renewed, the Reichsbank lost a 
milliard marks of gold and the banking system had 
to be closed. It was reopened after the conclusion 
of the Standstill Agreements with foreign creditors 
in August, 1931. 

The story of England’s departure from gold in 
September 1931 is too familiar to need repetition 
here. There were heavy gold losses iij the latter 
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half of July, following upon the German crisis, 
because England was one of the principal 
creditors of Germany. The publication of the May 
Report with its recommendations for drastic 
economies, the arrangement of a credit of £ 130 m. 
from Paris and New York and the heavy budget 
deficit frightened the Continental creditors of 
London who began to withdraw their balances on 
a large scale. In the end, the gold standard had to 
be suspended on the 21st September 1931. The gold 
lost by England went to France and other 
•Continental centres and America. 

It will be observed that up to the crucial date 
of the 21st September 1931, a very complex set of 
forces was in operation behind the international 
movements of gold. The fall in prices and the 
reduction in the volume of international lending in 
1930 was mainly responsible for the adverse balances 
of the debtor countries and the consequent loss of 
gold by them; while as regards the creditor 
countries like France and America, their capacity 
for absorbing gold increased considerably on account 
of internal hoarding of gold and notes and their 
unwillingness or inability ( especially in the case of 
Trance ) to allow the influx of gold to have its full 
^ect on prices. While the Bank of France had no 
power to buy securities in the open market, the 
Federal Reserve banks did not resume their open 
market operatbns ( which they had stopped in June 
1930 ) till. July 1931, by which time the hoarding 
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of notes and gold was increasing at a sufficiently 
rapid rate to nullify their effect. 

From 1931 onwards, gold movements were 
dominated by movements of short term balances^ 
America had a favourable balance on current account 
and France had an adverse balance in 1931. Still, as 
said above, while France continued to absorb gold 
after September 1931, America began to lose gold in 
that month. Like England, America was also one 
of the principal creditors of Germany. If the German 
default led to a wholesale withdrawal of balances 
from London and a partial default by the latter by way 
of currency depreciation.it was natural that New York 
also should have to face a similar ordeal. Soon 
after the suspension of the gold standard in England, 
gold began to flow out of America. The outflow 
came to an end in November 1931, by which time 
speculators were convinced of the inexhaustibility 
of the American monetary reserves. 

In September and October 1931, the U. S. lost 
nearly $ 703 million worth of gold. Her acquisitions 
from January 1930 to September 1931 had amounted 
to a similar figure ; which means that the losses in 
the two months of September and October totally 
cancelled the gains made in the previous twenty 
months ; and the gold stock of the country at the 
end of October 1931 was nearly at the same level as- 
at the end of January 1930. 

During the same period the gold stock of France 
was continuously increasing. The gold lost by the 
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United States went to France, Belgium, Switzerland 
and Holland. As Mr. Hawtrey says, if these four 
countries had allowed the inflow of gold to bring 
about a credit expansion and a rise in prices, 
they would have found it quite impossible 
to retain the gold. In France, the proceeds 
of the liquidation of short term balances (not 
only abroad but also at home ) were allowed to 
accumulate in the form of enormous balances at the 
Central Bank or hoards of notes. “The cash in the 
four big commercial banks (including their deposits 
at the Bank of France) rose from the normal 3 
milliards or so at which it stood in 1930 to 12 milliards 
at the end of 1931”. ^ 

Taking the period from the beginning of 1930 to 
the middle of 1932 as a whole, it is clear that the 
flow of gold was prevailingly in the direction of 
France. Holland, Switzerland and Belgium. Between 
September 1931 and June 1932, both the demand and 
supply of gold came to be influenced by new factors. 
On the side of demand, there was the rush by most 
of the Continental countries to reduce their short 
term balances held abroad or to convert them into 
gold and also the fact that new buyers like the Bank 
of England entered the market for gold. On the 
other hand, there were huge exports of gold from 
India and China, which increased the available supply, 
which was already being, swelled by a rise in new 
production. 


1. Hawtrey: Oih cU,, p, 226. 
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From September 1931 onwards the Continental 
countries were converting their foreign exchange 
holdings into gold. The Belgian National Bank 
liquidated all its holdings of foreign exchange and 
replaced them with gold: Switzerland and Holland also 
took similar measures but not so completely as 
Belgium. France increased her gold stock by 10 
milliard francs between September and December 
1931i but only 5 milliards of it represented a liquidation 
of foreign exchange. So far as France was concernedt 
it was in the first half of 1932 that the process really 
gained strength. Between 24th December 1931 and 
8th July 1932 the foreign assets reserve of the Bank 
of France fell by 14.4 milliards and its gold reserve 
rose by 14 milliards. 

The first three months of 1932 passed off 
comparatively quietly. The reorganisation of German 
banks in February, and the lowering of discount 
rates in England coupled with the strength of sterling 
appeared to create an atmosphere of confidence 
and some dishoarding took place. The Continental 
demand could be satisfied out of the dishoarded 
and newly-mined gold and there were no big. 
withdrawals from the United States. 

In February 1932, the U, S. Congress adopted 
the famous Glass Steagall Act by which the Federal 
Reserve banks were authorised to issue notes against 
U. S. Government securities. The adoption of 
this inflationary measure, together with the vigorous 
open market operations of the Federal Reserve 
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banks created apprehensions about the future of 
the dollar. The European Central Banks began to 
liquidate their dollar balances. The total volume of 
dollar balances converted into gold by the European 
Central Banks till the end of June 1932 amounted to 
$700 millions. The demand for gold was further 
strengthened in the month of May when the Bank 
of England started buying gold and its gold reserve 
which was steady at £ 120.7 m. since November 1931 
rose to £ 136.1 m. in June 1932. It increased 
further to £ 137.7 m. in July, to £ 138.9 m. in 
August and was steady at £ 139.4 m. in the nc.xt 
three months. 

The Continental absorption of gold through the 
conversion of foreign exchange stopped in July 1932 ; 
and the withdrawals from the United States came to 
an end at the same time. The dollar was strong for 
the rest of the year. In the third quarter of the year, 
the atmosphere was fairly peaceful, due to the 
successful conversion in England of one-third of her 
public debt from 5 to 3|% and the hopeful outcome 
of the Lausanne Conference on the question of 
Reparations. A good deal of hoarded gold came on 
the market. 

Towards the end of the year, however, the 
horizon again darkened. The war debt instalment 
which was due in December 1932 began to 
cause anxiety and thq sterling-dollar exchange fell 
sharply. At the same time, a deficit began to appear 
in the French balance of payments. Since 1930, the 
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French Treasury had been financing its deficits 
by borrowing from commercial banks by means 
of treasury bills ; it appeared certain that sooner 
or later a resort would have to be made to the Bank 
of France, with all its inflationary consequences. 
The investors were also agitated by fears of 
increased taxation. There was a flight from the 
franc and the dollar appreciated in terms of the 
franc as well as of sterling. 

In short, during the first half of the year 1932, (and 
particularly in the second quarter), the flow of gold 
was towards England and the Continental countries, 
while in the second half, the direction was reversed. 
While the monetary stock of the United States fell 
sharply from $ 4,416 m. in January to $ 3,919 m. in June, 
it recovered rapidly by successive stages to $ 4,513 m. 
in December 1932. 

So far as sterling was concerned, the set-back of 
December 1932 was only a passing phase. The 
instalment of war debts, $ 95,550,000 was paid in gold 
on December 15, after which sterling recovered. The 
first few months of 1933 were months of exceptional 
difficulty for the United States as well as France and 
other Continental countries, while England alone 
enjoyed the confidence of the world. Sterling was 
firm on the exchange and dollar depreciated rapidly,. 
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THE AMERICAN GOLD POLICY. 1933-34 

T he year 1933 saw the climax of all the financial 
difficulties from which the United States was 
suffering during the previous three years. The 
banks were already hit hard by the fall in agricultural 
prices and the reduction in land values had frozen 
most of their mortgage loans. The ill-advised 
publication of a list by the Reconstruction Finance 
Corporation of the institutions which had received its 
assistance revealed the true state of affairs and gave 
the signal for panic withdrawals from banks and an 
intensification of hoarding. State after State had to 
declare bank holidays. Finally, the President 

declared a bank holiday from March 6 to 13. There 
was an exodus of capital from New York and even 
the national capital sought refuge outside the country. 

The United States had to part with a considerable 
amount of gold by the time an embargo was imposed 
on gold exports. The gold lost by the U.S. flowed into 
Great Britain. The Bank of England had already 
resumed its purchases of gold in the latter half of 
January and this influx of American capital served as 
a fortuitous aid in its task of replenishing its gold 
reserve which had fallen heavily in December 1932. 
The Bank’s gold reserve increased from £. 123.6 m. in 
January to £. 185.9 m. in April 1933. In view of this 
continued growth, the Treasury’s authorization of 
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August 1, 1931 to increase the fiduciary issue from. 
£ 260 m. to £ 275 m. was allowed to expire on April 
1, 1933. 

On April 19. 1933, America officially left the 
gold standard. It was the first example in history of 
a country going off the gold standard with a stock 
of gold sufficient to cover 60 per cent of its demand 
liabilities. The balance of payments, too, was 
favourable : the foreign debtors were fairly regular 
in meeting the service of their loans and there was 
no real danger of the flight of American capital 
continuing for a long time. The departure from gold 
in the case of America was. thus, a matter of choice 
and not of compulsion. * The President was convinced, 
firstly, that a loss of gold, while making little 
difference to the apparently inexhaustible gold stock 
of America, may still be a serious hindrance in the way 
of a genuine restoration of confidence in the banking 
system, and secondly, that it was difficult to remedy 
the colossal fall in prices, which was really at the root 
of the banking trouble, without the application of 
some powerful psychological impetus like currency 
depreciation. It may be added, incidentally, that 
contrary to what one would expect, the suspension of 
the gold standard in the U.S. A. had a buoyant effect 

1. Cf. “The abandonment of gold by the U. S. A. 
represent* an arbitrary act of statesmanship which may, indeed, 
be justified on politick or psychological grounds, but which 
was certainly not inevitable on technical or economic grounds " 

T. E. Gregory: The Odd Standard and U» Fatwre.p. 103. 
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on the world market for commodities ; the reason 
being that, surprisingly enough, the rise in American 
prices proceeded more rapidly than the fall in 
exchange. The flight of domestic capital which 
usually precipitates the fall in exchange under such 
circumstances was absent in the U. S. A. where 
people would rather cover the risk of currency 
depreciation by investing their money in goods, 
or gold than in foreign currencies. 

With the defection of America from their ranks* 
the real difficulties of the remaining gold standard 
countries began. Soon after the official suspension 
of the gold standard in the U. S. the exchanges o£ 
France. Holland and Switzerland came under a severe 
speculative pressure. Both Holland and Switzerland 
had to export gold to Paris which was simultane* 
ously losing gold to London due to the appreciation 
of sterling. These countries had a sufficient stock 
of gold to meet any emergency. Switzerland had a 
gold reserve in 1933 which was well in excess of one 
hundred per cent of its note issue: and the position 
of Holland and France was not materially different. 
Nevertheless, it must be remembered that these 
countries were vast repositories of foreign funds, a 
sudden withdrawal of which was bound to upset the 
delicate balance of their banking system. Holland’s 
position was peculiarly weak in this respect, because 
the foreign balances in Amsterdam were drawn mostly 
from one country, namely .Germany. These funds began 
to be transferred to London during the crisis of 
3 
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February and caused an outflow of gold to London 
where the Bank of England was actively purchasing 
it since the middle of January. There was a keen 
demand for gold for hoarding purposes. As 
the Central Banks in Holland and Switzerland were 
under no legal obligation to pay gold for hoarding, 
the hoarders transferred their funds to France 
where they could be exchanged for gold. There was 
a pronounced increase in the hoarding of gold during 
the second quarter of 1933 all over the world. It 
has been estimated that a quarter of a billion dollars 
worth of gold passed into hoards or unreported 
holdings during the spring of 1933. ^ 

In the midst of these critical developments, 
France alone was able to obtain a temporary respite. 
Ever since December of the previous year, France 
was losing gold. Apart from the budgetary deficit, 
France had also to tackle the problems of an increase 
in domestic hoarding and an adverse balance which 
was mainly due to a decline in tourist expenditure 
and the moratorium and transfer restrictions to which 
certain international debts were subjected since 1931. 
The American crisis, however, served for a time to 
divert the speculators’ attention from these diflSiculties. 
Besides, the British Exchange Equalisation Account 
came to the aid of France by actively supporting 
the franc. Towards the end of April a credit 
of £30 m. was arranged in ‘London on behalf of 
F rance, and the depreciation of the franc in terms 
1. See Table on page 13 and Cf. page 14 iup>a. 
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of Sterling was thus effectively checked. It has been 
remarked ^ that the depreciation of the dollar was 
interpreted in London as a counterblast to the 
depreciation of the pound and served as an occasion 
for a financial entente cordiale between London and 
Paris. 

During the deliberations of the World Economic 
Conference which was held in London in June 1933, 
the strain on the gold standard countries further 
increased. It appeared for a time that the future 
currency policy of these countries depended mainly 
on the outcome of the Conference on the question 
of stabilisation. The Conference failed to reach an 
agreement on the issue, due mainly to the firm stand 
taken by the President of the United States against 
stabilisation. In his message to the Conference 
on July 3, the President refused to support the Joint 
Declaration, issued by the Treasuries and Central 
Banks represented at the Conference, which called for 
the ultimate restoration of the gold standard and 
the maintenance of the status quo in the gold standard 
countries. He announced, “The U. S. seeks the kind 
of dollar which a generation hence will have the 
same purchasing and debt-paying power as the dollar 
value we hope to attain in the near future”. Thia 
fiasco of the stabilisation proposal involved the 
European gold standard countries in a heavy loss 
of gold. In the course of a few months, the Swiss 

1. Cf. Dr. Einzig: The Sterling-Dollar-Franc Tangle^ 
Chapter III. 
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Bank lost gold worth 759 m., the Dutch Bank 400 
m. and the Bank of France 500 m.. Swiss francs. 

The outflow of gold from the gold standard 
countries came to an end soon after the formation of 
what was afterwards known as the “gold bloc”. On 
July 8. 1933 the Governors of the National Bank of 
Belgium, the Bank of Italy, the Netherlands Bank, 
the Bank of Poland and the National Bank of 
Switzerland met under the auspices of the Bank of 
France and agreed upon a common programme of 
defending the gold standard. This immediately 
resulted in relieving the pressure on the florin and 
the Swiss franc. The French franc enjoyed the 
confidence of speculators from July to September 
1933 mainly because the pound was declining during 
this period. The Central Banks in the gold standard 
countries substantially increased their reserves during 
the third quarter of the year. 

Apart from the currency uncertainties of 1933 
and the consequent increase in hoarding, the demand 
lor gold was further sustained by the continued 
conversion of foreign balances into gold by the 
European Central Banks. As has been already 
mentioned, the process started in the last quarter of 
1931. It gained momentum during the first six months 
of 1932 when France reduced its foreign exchange 
holdings by 14 milliards. It is said that the liquidation 
of dollar balances by France ki 1933 precipitated the 
American crisis. In 1928. France held an abnormally 
large proportion of its currency reserves in the 
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form of foreign exchange. On December 14, 1928, 
the foreign exchange holdings of the Bank of France 
amounted to 33,228 million francs ; on the 18th 
September 1931, just before the process of liquidation 
was expedited, they stood at 25.121 millions. Between 
that date and the 24th June 1932 when the process 
slowed down, they were reduced by successive stages 
to only 6,000 millions and on the 17th November 1933, 
they stood at 1,279 million francs only. The decrease 
was largely due to purchase of gold abroad 
by the Bank in 1931 and 1932; although it 
must be remembered that the Bank has 
also written off losses caused by the depreciation 
of the currencies in which these balances were held. 
During 1933, the Bank had to provide 2,900 m. francs 
worth of foreign exchange to the French Government 
to enable it to repay the credit of £ 30 millions which 
it owed to London. During the same period, 
the Netherlands Bank also was following the French 
example of converting foreign exchange into gold. 
In the Annual Report of the Netherlands Bank 
for 1932-33 it has been stated that “ the large gold 
stock of the Netherlands Bank is largely the 
result of the conversion of interest-bearing foreign 
investments and balances into non-interest-bearing 
gold. ” 

According to the figures quoted in the Annual 
Report of the Bank of»France for 1933, from January 
1, 1931 to November 30. 1933, the volume of foreign 
exchange held by the European banks of issue 
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declined from 48. 464,405.000 francs to 3,921,500,000 
francs, or a reduction of more than 90 per cent. In 
1931 the foreign exchange reserves held by Central 
Banks represented 32 per cent of their aggregate 
reserves ; in 1933, they did not represent more than 
2,5 per cent. 

The gold purchases of the Bank of England, the 
increase in hoarding in the second quarter of 1933 and 
the conversion of foreign exchange into gold by the 
European Central Banks were the three major factors 
that intensified the demand for gold during 1933. 
The anti-hoarding measures taken in America during 
the banking crisis to some extent modified their effect. 
On March 8. the Federal Reserve Board requested 
the Reserve banks to prepare lists of persons 
who had recently v/ithdrawn gold and did not 
redeposit it in a bank by March 13. On April 5, the 
President issued an executive decree forbidding the 
hoarding of gold. Persons holding gold which was 
not required for legitimate trade purposes were 
required to deliver it to the Treasury before May 1, 
1933. These measures were completely effective, 
inasmuch as by the beginning of May most of the 
gold which was hoarded during the banking crisis was 
returned to the banking system. 

In October 1933, the gold situation was further 
complicated by the emergence of a new factor in the 
form of the gold buying policji of the United States. 
On October 22, President Roosevelt announced his 
intention of obtaining a rise in American commodity 
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prices through the establishment of a Government 
market for gold in the United States. ^ The 
Reconstruction Finance Corporation was authorised 
to buy and sell gold on the world market at the 
current price, while on the American market it was to 
buy gold at a price to be determined after consultation 
with the President and the Secretary of the Treasury. 
The main object behind this policy was to bring 
about a further depreciation of the dollar by gradual 
increases in the price of gold. The opening price was 
fixed at 31.36 dollars per fine ounce; it was gradually 
raised by successive increases till on the 16th January, 
1934 it stood at 34.45 dollars per fine ounce. As 
compared with the old mint price of 20.67 dollars 
per fine ounce, the price of 34.45 dollars represented 
a depreciation of 64.8 per cent. The depreciation of 
the dollar, however, between October to January did 
not fulfil the President’s expectation of a substantial 
rise in the price level In fact, the experiment was 
riot given a full trial, inasmuch as there was no 
revaluation of the gold reserve and no addition to 
the volume of purchasing power corresponding to 
the changing value of gold in terms of the dollar.^ 

1. In the inauguration of his gold buying policy the President 
wa§ mainly influenced by the views of Messrs. Warren and 
Pearson. 

2. Dr, Hardy : Op, cit. Section on “ Gold and Prices.” 

3. T. E. Gregory The Gold Standard and its Future, (The 
^ase of the U.S.A.) Of all prices, agricultural prices showed the 
closest correspondence with the trend of exchanges. But the 
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The amounts actually bought by the 
Reconstruction Finance Corporation! up to the end 
of 1933 were too small to be of any consequence, but 
the fact that the true purpose and significance of the 
policy was only inadequately understood in the 
outside world introduced an element of grave 
uncertainty in the international gold situation. So far 
from inducing a dishoarding of gold in response to- 
the rise in price, it actually encouraged hoarding. 

The gold buying policy of the U.S.A., moreover,- 
was inaugurated at a time when there were already 
three or four other factors in operation to disturb 
the economic situation. The political atmosphere 
in Europe had become intensely grave due to the 
withdrawal of Germany on October 14, 1933 from the 
Disarmament Conference and the League of Nations,^ 
Sterling, which had enjoyed the confidence of Europe 
for the major portion of the year> was showing signs- 
of weakness owing to seasonal tendencies. France 
was losing gold since September on account of a. 
sudden outflow of capital. The budgetary problem 
in France was proving intractable and a succession. 

correspondence was closest in the earlier period, between March 
and October (i.c. before the gold experiment began) and after 
the end of the year (i.e. after the experiment was over). Certain 
basic commodities like pig iron, milk, coal, lumber etc., which 
do not have an international market failed to reflect the exchange: 
movement. 

1. The operations of the R. F. C. were confined to domestic 
purchases of gold from October 25 to 29, after which thejr 
were extended to foreign markets. 
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of Governments fell on the issue in a short period. 
It appeared that the French financial experts were 
at their wit’s end in their attempts to remove 
the budgetary deficit and thus arrest 
the alarming growth of floating debt. From September 
to the middle of December 1933, France lost gold 
worth about 5,300 million francs: during the preceding 
nine months the loss of gold had amounted to 1,100 
million francs only. By the middle of December at last. 
Parliament passed a law providing for the restoration 
of a balanced budget, and the withdrawals then ceased 
completely. In such a complicated international 
situation in which all the major economic powers 
were involved, it was not to be expected that large 
transfers of gold would take place from one centre to 
another. What actually happened was that there 
was an intensification of hoarding and large amounts 
of gold were drawn into unreported reserves. In the 
last two months of 1933, the demand for hoarding 
absorbed the whole of the current new production, 
gold exported from India and China and, in 
addition, gold worth about 670 million Sv/iss francs 
that was withdrawn from central bank reserves 
during the period. ^ The monetary systems of the 
world were subjected to an unprecedented strain in 
these two or three months. 

In January 1934, the stage was reached for a 
jevision of t he American m onetary policy. In view 

1. See Table on p. 13 and cf. p. 14 supra. Cf, The Fourth 
Annual Report of the Bank for International Settlements. 
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of the failure of American prices to rise substantially 
during the preceding three months, it was thought that 
a mere depreciation of currency was not enough. It 
was considered necessary to mobilise the gold reserves 
of the country so as to expand the volume of 
purchasing power. Accordingly, the Gold Reserve 
Act of 1934 w'as passed. By this Act, the entire 
gold stock of the country including the vast holdings 
of the Federal Reserve banks was concentrated in the 
hands of the Treasury. The coinage of gold was 
discontinued and the existing supply of gold currency 
was ordered to be melted down. The redemption of 
currency in gold was abolished except under special 
currency regulations. The Act did not lay down 
any definite gold value for the dollar. It simply 
authorised the President to fix the value of the dollar 
between 50 and 60 per cent of its former gold parity. 

If, however, the increased gold stock of the U. S.- 
wms really to be used for expanding the purchasing 
power, a definite gold value had to be fixed for the 
dollar, at which it could be revalued. The President, 
therefore, issued a Proclamation on the 31st January 
1934 fixing the de facto weight of the dollar at 15 jx 
grains as compared to the old weight of 25.8 grains 
(a depreciation of 59.06 per cent) and the price of 
gold at $ 35 per fine ounce as compared to the old 
price of $ 20.67. The Treasury was to purchase all 
gold offered at this price. Although the price of gold 
in the U. S. has remained fixed at $ 35 per fine ounce 
to this date, the President has reserved to himself the 
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aright to modify the terms of the Proclamation as 
the interests of the United States may require. The 
gold stock of the country was revalued at this rate, 
as a result of which it increased by $ 2,808 millions. 

The stabilisation of the dollar was immediately 
followed by a great influx of gold to the United 
States. Gold worth about S 690 millions was imported 
into the country during February and March, the 
import during the one month of February amounting 
to $453 millions. In the same month, the principal 
European central bank reserves were reduced by $ 366 
millions. For the year 1934 as a whole, the imports 
of gold in the U. S. aggregated more than a billion 
dollars ! In commenting upon these sensational gold 
imports. Federal Reserve B u 1 1 e t i n ^ remarked, 
“ The international gold movement in February was 
the largest in volume since September 1931 when 
financial disturbances in Europe led to heavy 
withdrawals from a number of countries.’’ 

The extraordinary gold movements of February, 
1934 were caused mainly by the discrepancy between 
the gold value of the dollar and its value in terms of 
gold currencies. On the basis of the new parity of 
the dollar, the franc-dollat exchange ought to have 
been quoted at 6.63 cents to a franc. But actually 
the franc was quoted in February at 6.26 cents. 
It was, therefore, profitable to convert dollars into 
francs, to convert francs into gold> to ship gold to 
the United States and sell it to the Treasury at 

]7M«ch 1934, p. 144. 
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the rate of $ 35. An additional cause of the golcf 
movements is to be found in the fact that the 
U. S. A. had a substantial favourable balance of 
trade in February. The extraordinary magnitude 
of gold movements in that month was due to the 
combined operation of these two factors. 

During 1934, the Treasury purchased S 1,100 m. of 
gold and $ 200 ra. of silver. Had it not been for the 
purchase of silver, the import of gold would have 
been bigger still. 

As the gold movements proceeded, the 
discrepancy in the exchange rate was gradually 
corrected and the dollar depreciated to the 
appropriate level of 6.63 cents to a franc in March 
1933. The surplus on the international balance of 
payments also gradually dwindled in that month. 
The flow of gold to the U. S., however, continued 
even in March. The distrust of European currencies 
was causing a periodic flight of capital from them 
and at the same time the security market in New 
York was attracting foreign investment capital. 

By a curious coincidence, the stabilisation of the 
dollar synchronised with the financial difficulties of 
France. For some time, the Bank of France was losing 
gold as a result of a substantial adverse balance of 
trade combined with the cessation of Reparation 
payments, and diminished receipts from tourist 
traffic and foreign investments. The situation was 
further aggravated by a budgetary crisis in February. 
The outflow of gold, however, came to an end by the 
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beginning of March, partly because, as said above, 
the discrepancy in the Paris-New York rate was 
cor/'ected, but mainly because of a change in 
administration. The French reserves showed an 
appreciable increase after the middle of April when 
the Government introduced new measures to balance 
the budget. Gold began to return to France and the 
return movement continued till November. There 
was an almost continuous repatriation of capital and 
even an import of foreign capital from March to 
November. During these nine months, the French 
currency reserves increased by 9,000 million francs. 
On December 14, 1934, the reserve percentage 
was 80.97. the highest since the law of 1928 
became effective. In spite of this addition to reserves, 
neither the Treasury nor the banking system of 
France was really able to regain the confidence of 
the public. 

Unlike France, both Switzerland and Holland 
continued to export gold in March and April 1934. 
They stopped in May. Over the year as a whole, 
gold reserves declined in the aggregate by 8137 
millions in Belgium, Netherlands and Switzerland, by 
S115 m. in Italy and by $124 m. in Germany. France 
was the only European country in 1934 to increase 
its gold stock. London was also subject to an 
outflow of funds due to the repatriation of capital 
by the Americans who had transferred it there during 
the crisis of 1933. 
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E ver since the year 1932, London has been 
increasing its stock of gold year by year. The 
net inward movement of gold amounted to 
297 million Swiss francs in 1932, to 3,347 m. in 1933 
and to 2,089 m. in 1934. Over the period of 1932-34 
as a whole, the stock of gold in London increased by 
5,733 m. Swiss francs. Of this only 1,800 m. was 
added to the reserves of the Bank of England. ^ The 
rest wa , either held in the Exchange Equalisation 
Account or in private hoards in London. 
According to the Fourth Annual Report of the Bank 
for International Settlements, the major portion of 
the gold imported during the period represented gold 
held in London on private account. A large number 
of Continental and other holders of gold had 
been transferring their hoards to London, in 
the belief that the British authorities were unlikely to 
interfere with the gold holdings of foreigners, as such 
ct step would be prejudicial to the maintenance of a 
free gold market. It has been estimated that at the 
end of 1934 gold worth about 7,000 million Swiss francs 
was privately hoarded; since nearly 3,933 m. was added 
to the unreported hoardings in London between 

1. These figures are deliberately expressed in Swiss 
francs ; because the price of gold wal steady in terms of this 
currency throughout this period, while it changed considerably 
in terms of sterling. 
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1932 and 1934, one can safely surmise that of 
the total amount of gold that was believed to be 
privately hoarded in the entire world in 1934, more 
than fifty per cent was concealed in the vaults of 
London. 

It seems that in the latter half of 1934 and the 
beginning of 1935, the movement of gold to London 
represented mainly a transfer of hoards belonging to 
foreigners rather than a transfer of funds. It could 
not be otherwise, because sterling had a declining 
tendency during this period. After the stabilisation 
of the dollar, the Americans began to repatriate 
their capital which they had shifted to London 
during the spring of 1933 and mainly on account 
of this repatriation, there was a deficit in the net 
movement of funds and the Exchange Equalisation 
Account had to support sterling by selling gold. In 
January and February 1935, gold was actually moving 
out of England. Finally, in March 1935 when the 
pressure on sterling increased, the Exchange 
Equalisation Account allowed it to depreciate to 
4.71. In January, Switzerland, Netherlands and 
Belgium were also losing gold to the United States. 

Towards the end of February 1935, the pressure on 
the glod bloc cased and in March, the gold currencies 
were quoted above par. Towards the end of March, 
however, the belga fell and there was a sudden 
change in the international situation. From this 
point begins the disintegration of the gold bloc— a 
gradual loosening of ties between currencies that 
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were sworn to friendship since July 8, 1933.— whichi 
in a way. was long overdue. The belga was 
the weakest link in the chain. Belgium had a 
comparatively small reserve and she was faced with a 
situation of the most perplexing kind. Her foreign 
trade on which her industry was mainly dependent, 
was shrinking in volume and its prospects w'ere 
further complicated by the growing depreciation 
of sterling and foreign restrictive measures 
such as the British import duty on steel 
(imposed in March 1935). In Belgium, industries 
and banks are closely associated; as the industrial 
situation worsened, the banks found an increasing 
proportion of their assets in a frozen condition. 
The crisis came at the end of March, when, being 
unable to cope with the situation, the Government 
resigned. Under the new regime, the belga was 
devaluated by 28 per cent. 

The devaluation of the belga had serious 
repercussions on the position of Netherlands, 
Switzerland and France. Their currencies were 
subjected to speculative raids one after another 
from April to June, 1935. The Dutch guilder was the 
first currency to be attacked. The technical 
position was fairly strong in all the three countries. 
They had ample gold reserves, and in the case of 
Netherlands, in addition to the reserves of the Central 
Bank, there were substantial gold holdings in the 
hands of corporations and private persons. ^ Even 

1. 7 he Annual Report of the Netherlands Bank for 1933-34. 
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the budgetary deficit in Netherlands was not 
excessive- Still, the fall of the belga created 
apprehensions about the safety of the guilder and 
there was a flight of capital, both national and 
foreign. The transfer of funds was encouraged by 
the wide discount on the forward guilder. The bank 
raised the discount rate from 2^ to 4^ per cent and 
the pressure on the guilder gradually eased. 
Almost simultaneously foreigners began to with- 
draw funds from Switzerland. Only the nationals 
of the countries which had prohibited their citizens 
to hold funds abroad could not take part in these 
withdrawals for fear of detection. The apprehensions 
about the future of the Swiss franc were further 
strengthened when it was proposed to hold a 
Referendum to decide whether Government should 
be authorised to carry out wholesale reflation by 
means of public works and social expenditure. 
Fortunately, the Referendum of June 2, 1935 decided 
otherwise and the fears about the Swiss currency 
were temporarily set at rest. The gold stock of the 
Swiss National Bank was reduced from 1,910 m. 
francs at the end of 1934 to 1,193 million francs by 
May 1935. The gold lost by Switzerland and 
Holland went to the United States, England, and also 
Belgium which became an importer of gold after 
devaluation. ^ 

1. In every case (except that of France) devaluation was 
followed by an inflow of gold (e. g. England, U. S. A., Belgium,. 
Holland and Switzerland). 

4 
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The withdrawals from Switzerland, however, 
continued even after the Referendum of June 2, 1935. 
The assets of the Swiss banks consisted mainly of 
credits granted to Germany, while their liabilities 
were in the form of balances due to foreigners or 
medium-term debentures which were automatically 
repayable on maturity. Under the peculiar 
transfer restrictions adopted by Germany, 
it involved a great loss to realise the credits granted 
to that country. ^ The Swiss banks, however, had 
substantial cash reserves out of which they met the 
withdrawals. The pressure ended in December 1935 
by which time most of the foreign balances were 
withdrawn. 

The outflow of gold from France in May and June, 
1935 was caused as much by internal troubles, especially 
the budgetary crisis, as by the indirect repercussions 
of the currency difficulties in Belgium, Holland and 
Switzerland. On account of the colossal and 
recurring deficits in the budgets, the French 
Government was almost at the mercy of the Bank 
of France. M. Flandin had his notions about 
removing the budgetary deficit by a bold policy of 
reflation, but when the Bank of France refused to 
co-operate with him even to the extent of rediscounting 
Treasury bills without limit, he had to stoop to the 
dictates of the Bank and approach Parliament for 
special powers to take all kinds of deflationary steps. 
During the Parliamentary debate on this question, the 

1. Dr. Einzig: World Finance, 1935-37. 
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Bank of France lost a considerable amount of gold. ’ 
M. Flandin was defeated, and his successor, M. 
Bouisson who stepped in, also met with the same fate. 
The panic about the French currency situation grew 
worse and the resulting loss of gold continued, till M. 
Laval assumed the Premiership in June and 
Parliament decided to give him the necessary powers 
to deal with the financial situation. The outflow 
of gold was then checked. On July 16, M. Laval 
inaugurated his programme of consistent deflation 
by issuing executive decrees whereby wages, rents, 
the prices of essential foodstuffs and raw materials, 
interest on Government bonds and other 
fixed charges were ordered to be reduced uniformly 
by ten per cent. For a month or two the decrees 
worked satisfactorily, inasmuch as they served to 
restore confidence in the French currency. 
There was also a moderate repatriation of capital. 

Inspired by the French example, the Dutch 
Premier, Dr, Colijn, tried to carry out consistent 
deflation in July, 1935 in order to restore the 
budgetary balance and to complete the readjustment 
of the Netherlands economy to the international 
situation. He failed in his attempt and had to resign. 
The guilder was exposed to a selling pressure and the 
Central Bank lost gold heavily. A similar attempt 
to enforce deflationary decrees was made in 
September. The resistance offered to these decrees 


L In the month of May, 1935 the Bank of France lost gold worth 
10 milliard francs. 
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brought about a major financial crisis. The decrees 
were finally accepted in a modified formi and the 
tension was relieved. 

As said abovei M. Laval’s decrees worked 
satisfactorily only for a month or two. The so-called 
“ consistent deflation” was not consistent enough. 
In the face of constant withdrawals of depositsi 
the Bank of France had necessarily to be accomodating 
to its member banks to protect the solvency of 
the banking system and had also to take Treasury bills 
to finance the current budgetary deficit which the 
Bank’s own policy of consistent deflation could not 
remove. Thus, the very execution of deflationary 
measures led inevitably to a moderate measure of 
inflation. 

The budgetary situation in France came to a head 
in November 1935, when the Finance Commission of 
the Chamber of Deputies refused to ratify M. Laval’s 
decrees and the budget for 1936. The Bank of France 
lost gold heavily in November and December. Being 
unable to evolve a satisfactory plan to balance the 
budget, Laval’s cabinet resigned in December and an 
interim cabinet was formed, after which the loss of 
gold diminished. 

From September to December 1935, there were 
large-scale transfers of gold from Europe to 
America. As already mentioned, the economic 
decrees of Netherlands caused an outflow in 
September and the French budgetary crisis was 
jesponsible for the gold movements in November 
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and December. Between these two events came the 
outbreak of the Abyssinian war which increased the 
political tension in Europe. There were heavy- 
transfers of funds from London to New York in 
September and October. The year 1935 was thus a 
year of a colossal gold movement to the United 
States. It took place in two parts, — once in April to 
June after the Belgian devaluation, and again in 
September to December. ^ Both England and 
Belgium also considerably increased their gold stocks 
during the year. It may be added that apart from 
the influx of short-term funds which were mainly 
influenced by financial crises, there was also an 
increase in the net long-term investment in American 
securities during 1935. The flow of gold to America 
in the year 1935 was mainly determined by this inward 
movement of capital and not by her transactions 
in goods and services which showed an adverse 
balance in 1935. 

Of all Continental countries the largest outflow 
of gold has taken place from France; the reason ^ is 
that many countries deal in gold through the Bank of 
France which is the only Central Bank in the v,forld 
that pays out gold for every purpose. Hence, much 
of Italian, Swiss and English gold has gone to 
America through France. 

1. Sec Table on pp. 17-18. 

2. See Appendix L A inorc consistent account of 
international movements of capital during the period 1935-7 will 
be found in the next Chapter. 

3. Federal Reserve Bulletin, December, 1935. 
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The movement of short-term funds to the United 
States was temporarily checked in the beginning of 
the year 1936. In February, there was actually an 
outflow of gold, while in March, the inflow was 
reduced to a small figure. For one thing, the war 
scare raised by the Abyssinian conflict (which was 
responsible for a transfer of funds from London to 
New York in September and October 1935) had 
now disappeared and the uncertainty caused by the 
French financial situation was also being gradually 
cleared up. The European balances held in New York 
were, therefore, reduced in the first few months 
of 1936. Besides, the people abroad had begun to 
feel highly apprehensive about the trend of 
American policy, in view of the extension (in January) 
of the President’s power to devalue the dollar up to 
50 per cent of its former parity. The payment of 
the adjusted service compensation and the decision 
of the Supreme Court invalidating certain taxes 
created uncertainty about the budgetary situation. 
As a combined result of these factors, the dollar 
showed a tendency towards weakness from January 
to the end of March. 

The year 1936 was a fateful year for France. 
Month by month France was sinking deeper and 
deeper into the economic morass, and in face of the 
growing burden of debts and deficits, and a more or 
less sustained withdrawal of bank deposits, both the 
Government and the banking system were confronted 
with a grave menace. There was a considerable 
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increase in hoarding in the form of both gold and 
notes. In February, M. Sarraut arranged a credit of 
£ 40 m. with London banks on condition that the 
Bank of France would keep with the Bank of England 
an equivalent amount of sterling or gold. Since the 
gold pledged with the Bank of England was treated 
as part of the French reserve, this arrangement served 
the purpose of supporting the franc without bringing 
about an immediate loss of gold. On March 7, the 
Germans occupied the Rhineland, and immediately 
there was a rush of funds out of France. The 
French Government was unable to take any action, 
being obsessed with its own financial troubles. 
The entire amount of the credit arranged with 
London had to be sacrificed in an effort to save the 
franc. Then came the electoral campaign of April. 
The general expectation that the Socialists might 
succeed at the election hastened the export of 
capital. The expectation came true and the Popular 
Front parties, including the Radical Socialists, 
Socialists and Communists, were returned with a 
majority. Their election was followed by a renewed 
flight of capital and an outbreak of stay-in-strikes. 

Between the beginning of January and the end of 
May 1936, the Bank of France lost nearly 10 milliards 
of gold, in addition to the 3 milliards of the London 
credit. For the reasons given above, the gold 
exported by France up to the end of March went 
only to Great Britain and not to America. The 
new Premier, M. Blum, proved himself to be 
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as incapable of mastering the situation as his 
predecessors. He initiated a series of Socialist 
measures, such as the 40-hour week, paid holidays 
etc., which, besides frightening capital and encouraging 
workers to persist in their game of stay-in-strikes, 
aggravated the disequilibrium between the costs of 
production in france and elsewhere. By embarking 
on a public works programme, he managed to 
increase the budgetary deficit instead of trying to 
decrease it. " If we assume that in May 1936, the 
franc was overvalued against sterling to the extent 
of 25 per cent, after the Socialist legislation the 
extent was 50 per cent.” ^ 

In July and August 1936, the export of gold from 
France was greatly reduced mainly because of the 
emphatic denial by the french Government of any 
intention to devaluate the franc, and the cessation 
of the stay-in-strikes. In September, the fears about 
devaluation were again revived by rumours about 
currency negotiations between France, America and 
Great Britain. The gold reserve of the Bank of France 
began to drop at an alarming rate and the French 
Government was left with no alternative to 
devaluation. Consequently, the Govermnent imposed 
an embargo on gold on September 26, and the franc 
was off gold. By the monetary law of October 1,. 
1936, the gold content of the franc was fixed between. 
43 and 49 milligrammes as compared with the olA 

1. Einzig : World Finance, 1935-7, p. 180. The Bank of 
France lost 2,100 ra. francs from March to September 1936. 
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weight of 65.5 milligrammes. This represented a 
devaluation between 25 and 34.5 per cent. 

The devaluation of the franc was immediately 
followed by a declaration by the Governments of 
Great Britain, France and the United States of what is 
known as the Tripartite Monetary Agreement. By 
this agreement, the three Governments concerned 
declared their intention to refrain from competitive 
currency depreciation and to do their best to defend 
their exchanges at the existing levels as long as it 
was not prejudicial to their internal prosperity to 
do so. It was not clear at the time how this 
agreement was to work. So long as France conti- 
nued her embargo on gold, it was impossible for the 
other two countries to prevent an appreciation of 
their currencies in terms of the franc by buying gold 
against them in France. All that they could do was 
to buy francs against their currencies and hold them, 
thereby running great exchange risks. They were, of 
course, free to prevent a depreciation of their 
currencies by selling gold. 1 This was obviously an 
anomalous situation. It was, therefore, decided 
to supplement the Tripartite Agreement by another 
called the Gold Ear-marking Agreement, which 
was concluded on October 12, and by which the three 
Governments concerned agreed that the balances in 
each national currency owned by the other two 
Governments would be*convertible into gold at the 
current market price of gold. Both the Agreements 

1. Einzig, Op. cit. pp. 262-67 
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are subject to termination at twenty-four hours 
notice. This agreement enables each country to 
preven tan appreciation of its currency without 
having to run any exchange risk. Some other 
countries like Belgium, Holland and Switzerland 
concluded similar agreements with the United States. 

Immediately after the devaluation of the franc, 
both the Dutch and Swiss currencies were subject 
to a selling pressure. There were no exports of gold 
from Holland from November 1935 to May 1936. 
In May and June there were small withdrawals; but 
otherwise the guilder was undisturbed. -Even in 
September, the technical position was fairly sound. 
The Dutch authorities, however, were afraid of French 
competition and decided to fall in line with their 
stronger confrere. The Dutch guilder was accordingly 
devalued by 20 per cent. Although the extent of 
devaluation was at first considered inadequate and 
the guilder was under pressure for some time even 
after devaluation, still confidence was fully restored 
in November and there was a considerable 
repatriation of capital. The Netherlands Bank’s 
reserves began to increase towards the end of the year. 

The Swiss authorities were also under no 
compulsion, on technical grounds, to devaluate their 
currency. There was no material loss of gold since 
the beginning of the year and the reserves stood at a 
high level. Prior to devaluation, the Swiss franc was 
at a premium in terms of the dollar and the forward 
discount was declining. As the Swiss National Bank 
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Report for 1936 says, "Devaluation was not put 
into effect for monetary reasons, but as a result of 
economic considerations.” On September 27, the 
Swiss franc was devalued between 35.5 and 25.9 per 
cent of the former parity. Actually, the franc was 
maintained at a rate of depreciation equal to 
30 per cent. One of the first consequences of 
devaluation was a release of hoarded gold. As the 
Swiss Bank was prepared to buy gold at the new 
market price, large amounts of Swiss and foreign gold, 
coin and bullion, were tendered at the Bank. Swiss 
funds which were transferred abroad were repatriated 
and there were continued imports of gold into the 
country. From September 28 to the end of the year, 
gold worth about 634 million Swiss francs was added 
to the reserves of the Swiss National Bank. The 
influx of foreign capital and the heavy purchases 
of gold by the National Bank created a plethora of 
funds in the money market and the discount rate 
was reduced to 11 per cent. Due to this easiness of 
the money market, the banks could carry the burden 
of their frozen assets without difficulty. 

The developments in France offer a remarkable 
contrast to the post-devaluation experience of 
Holland and Switzerland. It was inconsistent with 
the Socialist philosophy that capitalists should be 
allowed to profit by devaluation. The Government 
accordingly took stringent measures, making it illegal 
to hold gold either at home or abroad and requiring 
all holders of gold to surrender their holdings at the 
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old mint par. Measures were also taken to prevent 
a rise in prices. By these measures the Government 
successfully neutralised all the beneficent effects 
which are normally expected from devaluation and 
which are essential to recovery. As long as the sale of 
gold in foreign markets yielded a handsome profit, it 
was unnatural to expect that gold would be tendered 
at the old mint price. Although some timid holders 
did repatriate their holdings in October, there was, 
on the whole, no substantial repatriation or 
dishoarding. The dishoarding and repatriation and- 
the resulting ease of the money market which was 
noticed in other countries like Holland and 
Switzerland after devaluation was mainly due to the 
fact that they scrupulously refrained from any 
interference with the freedom of the gold or foreign 
exchange market. ^ A country like France, which 
was suffering from such recurrent flights of capital 
had nothing to gain by alienating the capitalists 

In November 1936, France began to export gold 
again. A wide discount appeared in the forward 

1. Cf. The speech of the President of the Swiss National 
Bank on February 20, 1937. He said, “To expropriate profits 
realised on gold or to prevent their creation would have been 
very popular measures, but ineffective, unfair and economically 
harmful. Certain effects of devaluation, which were essential 
to economic recovery. — namely, easing of the money market and 
the decline of interest rates — would not have been achieved. If 
we wished to reap advantages • of devaluation, it was 
imperative to permit full and complete freedom of gold and 
foreign exchange operations, and to pay for gold at a price in. 
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exchange which made a transfer of funds profitable. 
There was at the same time a pronounced rise in 
the stock markets in foreign countries and funds 
were moving to London and New York for 
investment and speculationi if not for safety also. 
The newly established Stabilisation Fund had to lose 
gold in November and December in order to 
maintain the franc at its new level. The Fund did 
not possess sufficient gold when in November the 
London credit of 4 milliards fell due for repaymenr, 
and the Bank of France bad to provide the requisite 
amount from its own reserves. 

In order to encourage dishoarding of gold, 
the French Government tried a novel expedient in 
December. They issued a per cent loan which was 
to be redeemed after 3 years and the subscriptions for 
which w’ere accepted in gold. For every 100 francs 
subscribed, 140 paper francs were to be paid on 
maturity. This was, however, a poor substitute for 
payment of the current market price of gold 
which the public expected. Even the current 
actuarial value of the 140 francs to be obtained after 
three years was 7 or 8 per cent less than the actual 
market value of 100 gold francs. It was no wonder 
that the loan failed to evoke any response. 

line with the average rate of devaluation. The raovenicnt of 
gold with other countries is in no way restricted in Switzerland 
and foreign exchange opeiations are subject to no control 
whatever.” (Reported in federal Reserve Bulletuh April, 
1937, pp. 318-23.) 
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The export of gold from France in the last two 
months of 1936 was the combined result of several 
factors; the anti-hoarding and anti-capitalist measures 
taken by the Government, the general expectation 
of a further devaluation and the consequent discount 
on the forward exchange, the rapidly improving 
conditions and favourable gold legislation in the 
neighbouring gold bloc countries, and the rising tide 
of speculation and stock prices in the outside world, 
especially in America. To thesc,the perpetual budgetary 
problem of France made its own contribution. 
In face of a growing volume of national debt which 
the public was finding it difficult to digest, the French 
Treasmry had no alternative but to finance its deficit 
by inflationary borrowings from the Bank of France, 
The Government had also to arrange another credit 
of £ 40 millions in London in January 1937. 

In addition to the various factors stated above, 
there was another important factor which was 
encouraging gold exports from France. It was a 
mistake on the part of the French authorities to 
keep the exchange rigidly pegged at 105 Thereby 
they facilitated speculation to a considerable extent. 
When the rate is allowed to move, the speculator is 
kept in uncertainty and is disuaded from operating. 
Under the rules of the Bank of France, an interval of 
48 hours must pass between the delivery of francs 
to the Bank and the delivery pf gold by the Bank. 
So long as the exchange rate v/as rigidly fixed, the 
speculator ran no risk during these 48 hours. He had 
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a “ safe bet If anything, there was a chance of a 
handsome profit, if the franc depreciated in the 
mean while. 

In February, however, the French authorities 
grew wiser in this respect and the exchange rate was 
allowed to be elastic. The sterling-franc rate moved 
within a wide range in the month of March. In the 
same month, they tried another experiment. They made 
daily changes in the price of gold, with the result that 
all arbitrage operations between Paris and other 
centres became impossible. This put an effective 
brake on the outflow of gold. The price of gold was 
gradually lowei'cd, so that the holders of gold should 
feel that the sooner they disposed of their holdings, 
the better for them. So far as the exchanges were 
concerned, the unpegging of the franc perhaps created 
more uncertainty than the former policy of rigid 
£xation, because there was no guarantee that the 
French authorities might not allow the franc to sag 
down to 112 which was the lowest limit under the 
monetary law of October 1. 

By the beginning of March 1937, the French 
Government had exhausted all the weapons in their 
armoury of threat, coercion and pursuasion to make 
the capitalist dishoard his gold without profit. At 
last on March 8, they decided to let the devil have 
his due. The Bank of France was authorised on 
that date to offer the *1011 market price for gold. 
Persons who had previously tendered their gold to 
the Bank were to be reimbursed for the difference 
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between the market price and the old mint price. 
This conciliatory gesture had an immediate effect. 
Large amounts of gold began to come out of hoards. 
There was a considerable repatriation of capital and 
domestic hoarding of gold was reduced. Indeed, 
the belated character of this measure spoiled some 
of its effect and its adoption after such a long 
hesitation did a great harm to the prestige of the 
Government. 

The sequence of events after March 1937 may 
be briefly described. In the beginning of April, the 
commodity markets were seriously disturbed by 
rumours about the American gold policy. The price 
of gold in the London market was already depressed 
owing to the heavy consignments of gold received from 
Russia. It was reported that the American Treasury 
was thinking of reducing its buying price of gold or 
altering the handling charges. The American banks 
instructed their London agents to refuse to accept 
any further gold consignments on account of the 
American Treasury. In spite of the emphatic denial 
of the Secretary of the Treasury that no change in 
policy was imminent, the gold scare was not 
completely removed and the uncertainty created 
by it about the future price of gold has continued to 
weigh heavily on the gold market. In the beginning 
of June, the scare was renewed and shipments to 
America were again abruptly suspended. The 
discount on the London price of gold as compared 
to the American shipping parity widened from 1 or 
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2d. to 5d. per fine ounce ; and the British Exchange 
Equalisation Account had to support fhe market by 
heavy purchases of gold. The gold scares of April 
and June last were just the natural reactions of the 
apprehension which is universally felt about the 
possibility of maintaining the present price of gold in 
face of the tremendous increase in new production in 
Russia and elsewhere and the sudden reversal of the 
hoarding movement. As in April, so in June the 
immediate cause of the scare was the fear felt 
about Russian production. The markets were 
perturbed by a report published in the Far Eastern 
Rmew estimating the Russian production for 1936 at 
10.6 m. ounces as compared to 7.35 m. at which it 
was estimated in the last Report of the Bank for 
International Settlements. 

After a temporary lull for a few days the 
situation in France again began to cause anxiety. 
The heavy rearmament finance led to a considerable 
increase in imports and the adverse trade balance of 
France amounted to 4.922 million francs in the first 
quarter of 1937 as compared to 2,344 million francs in 
the first quarter of 1936. In his statement to 
the Finance Committee in April last, M. 
Vincent Auriol attributed the fall in the value of the 
franc mainly to this unfavourable trade balance, 
although the flight of capital and the heavy budgetary 
deficit were still important factors to reckon with. 
The ordinary budget for 1937 showed a deficit of 
47 milliard francs; besides which there was a large 
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volume of extraordinary expenditure to be financed. 
As a result of the sweeping socialist measures of the 
Blum Government, there was a swift rise in the cost 
of living. The franc was exposed to recurrent bear 
attacks and the new Stabilisation Fund was unable 
to resist the pressure. The franc was allowed to 
fall from the level of 105 francs to the pound in 
the first week of March to 110 or 111 francs in May. 
M. Blum finally decided on some drastic measures 
to save the situation and approached Parliament in 
June for a grant of special powers. Parliament 
refused to grant the powers and there was a'change 
of Government. Under the new regime, the franc 
was devalued to the level of 129 francs to the pound. 
The French economy got the much needed stimulus, 
but it still remains to be seen how far it will help 
France to solve her really fundamental problems, 
namely, the budgetary deficit, the unfavourable trade 
balance and the recurrent flights of capital. 

This rapid survey of the financial developments 
since 1929 is intended to show what a complex set of 
forces has been in operation behind the international 
gold movements during the last few years and 
how the policies of the major economic powers 
have played their part in aggravating the 
maldistribution of gold which was already an 
established fact in 1929. There are certain aspects of 
this problem which still remain to be touched and to 
which we turn in the following Chapter. 



CHAPTER III 


INTERNATIONAL GOLD MOVEMENTS 
( Continued ) 

I 

CAPITAL TRANSFER TO THE UNITED STATES 
AND ENGLAND 

L ittle has been said so far in our discussion of the 
international gold movements in the last three 
years of the continuous stream of capital that is 
flowing towards the United States since the spring of 
1935. The stream has increased in volume after the 
currency alignment of September 1936 and has set a 
problem of increasing difficulty to the monetary 
authorities in that country. The great importance 
of capital transfers from the point of view of gold 
movements wdll be obvious from the fact that of the 
8 3,350 million worth of gold and $ 500 million worth of 
silver imported into the U. S. from the beginning of 
1934 to the middle of 1936. only one-sixth represented 
payment for her favourable balance of trade and 
services. The rest was accounted for by capital 
movements. Further, about 60 per cent of the total 
capital movement to the U. S. during the same period 
consisted of short-term funds. 

Dealing firstly with short-term funds, it is worth 
noting that up to 192S the United States was a net 
importer of short-ternii funds. From 1928 onwards 
the European countries began to repatriate their 
funds from the United States on a large scale. As a 
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result of these withdrawals the United States turned 
from a debtor into a creditor on short-term account 
in 1932. The period from 1931 to 1933 was one in 
which the banking system in that country was 
subjected to a severe strain, by a succession of 
bank failures, wholesale withdrawals of deposits and 
hoarding of cash and gold. The United States in 
those years had a net favourable balance on income 
account, but due mainly to these capital movements, 
the country was losing gold to Great Britain and the 
Continental countries. The net outflow of short 
term funds during this period amounted to $ 2,000 m. 
as compared to a net inflotv of American and foreign 
long-term capital of $200 m. The foreign balances 
in the U. S. which exceeded $ 3,000 m. in 1929 were 
reduced to $ 487 m. in 1933. 

This wholesale repatriation of shot t-term 
balances by European countries had a damaging 
effect on international trade. The shortage of foreign 
currency which resulted from these withdrawals 
made it difficult for an important country like the 
United States to keep up its purchases of foreign 
goods. The countries which sold their products to 
the U. S. found their trade balances severely reduced. 
They used to utilise their receipts from the U. S. 
for making payments to a third country like the 
United Kingdom on account of the interest on the 
loans taken by them or the .services purchased by 
them from that country. It was now difficult for 
them to effect the transfer except by parting with 
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gold or making forced sales of their goods. There 
was a drastic fall in the prices of the commodities 
produced by debtor countries. 

(1) Short-term Foreign Assets and Liabilities of 
Banks in U. S. ^ 


(Amounts outstanding on date nearest end of year; ir 
millions of dollars) 


1929 

1930 

1931 

1932 

1933 

1934 adjusted ' 
reported. 

1935 

1936 


Foreign Banking 
Funds in U. S. 
3,037 
2,737 
1,465 
870 
487 
573 
597 
1,200 
1,492 


U. S. Banking 
Funds abroad 
1,617 
1,802 
1,239 
1,053 
1.082 
976 
1,123 
762 
657 


(2) Movements of International Short-term Banking 



Funds to and from ( 

- ) the U.S.A. 



in millions of dollars 


1930 

-485 

1934 

192 

1931 

—709 

1935 

970 

1932 

-409 

1936 (9 months) 390 

1933 

-412 




In 1934, the outward movement of short-term 
capital from the United States was reversed. We 

1. Federal Reserve Bulletin, May 1S37, p. 399. 


2. These figures represent an adjustment of reported 
figures to permit comparison with earlier years. 
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have already explained the various factors which 
contributed to a movement of gold from Europe to 
the United States during this year. Perhaps the 
most important among them was the repatriation of 
American funds which were transferred abroad 
during the banking crisis of 1933. 

Nevertheless, it is clear from the figures quoted 
above that even in that year the amount of banking 
funds held abroad by the U. S. were far in excess of 
the foreign banking funds in the U. S. It was only 
since 1935 that the United States has become a net 
debtor on short-term account. 

During 1935 the short-term assets of foreigners 
with American banks almost doubled, while the 
United States short-term assets abroad fell by 30 per 
cent. According to the Balances of Payments for 1935, 
there is no doubt that the inflow of funds from Europe 
in 1935 was purely of the nature of capital flight due 
to monetary and political apprehensions, and it is 
remarkable that it took place in spite of the fact that 
the interest earned on short-term funds was generally 
higher in the European countries from which the 
funds moved than in the United States. It has been 
estimated by the Department of Commerce that 
about one-third of the net inflow of banking funds 
in 1935 resulted from the repatriation of American 
funds. The American funds which were in a frozen 
state in Germany and the Latin American countries 
were also gradually released, and transferred to the 
U.S. during this period. During the political tension 
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caused by the Abyssinian crisis in September and 
October 1935, large amounts were shifted from 
London to New York for safety. 

Contrary to what would appear from the 
sensational accounts that one hears about the flight 
of capital from the gold currencies, only one-fifth of 
the capital transferred to the United States since the 
end of 1933 was drawn from the gold bloc. Most of the 
gold bloc capital has gone to England. The various 
financial and political crises v;hich brought about 
this transfer have already been explained and 
need not be repeated here. The flight of funds was 
intensified in the few months following the Belgian 
devaluation in March 1935, during which period the 
currencies of Holland, Switzerland and France were 
subjected to strain one after another. The budgetary 
crises in Holland and France in the last quarter of 1935 
further accentuated the movement. For the reasons 
already explained above, i the movement to the 
U. S. was checked in the first quarter of 1936, 
during which period, although much capital was 
transferred from France, it went to London 
instead of New York. The movement of funds 
from the gold bloc was resumed in April, 1936 
when confidence in New York was restored. Since 
then it has been continuous. Even after the currency 
alignment of September 1936, there has been no 
material reduction in the balances held in America 
by the European gold bfoc countries. 


1. See page 54 supra. 
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Although the major portion of French capital 
is reported to have sought refuge in the United 
Kingdom. Switzerland, and other European countries, 
it is interesting to note that the amount of 
gold exported by France to the United States 
( 13.7 milliard francs ) in 1935 was approximately of 
the same magnitude as the amount of capital 
exported by her ( 14 milliard francs ). The reason 
is that the countries which were receiving 
French capital were simultaneously exporting capital 
to the United States. Consequently, while France 
was sending her capital to the United Kingdom and 
other countries, she had to send her gold to the 
United States. 

The transfer of balances from London to New 
York (which, incidentally, represented nearly one 
quarter of the total balances transferred to New 
York between the end of 1933 and September 1936) 
has been considerably helped by the situation in 
the foreign exchange market. The forward sterling 
was at a discount since the end of 1934. Owing to 
the difficulties of the gold bloc countries, sterling 
had risen to an unnatural level and it was, 
therefore, expected that it would come dov/n when 
the gold bloc countries would be relieved of their 
troubles. Being afraid of depreciation, the American 
banks which held funds in London, were selling 
sterling for future delivery. This, in conjunction 
with ordinary speculative* operations, greatly 
increased the supply of forward sterling in relation 
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to the demand for it and it went to a discount. 
When the discount was wide enough to offset the 
excess of the interest rates in London over 
those in New York, the American banks began 
to shift their funds from London. Even the 
British people had an inducement to convert their 
funds into dollars, because sterling sold at spot rate 
could be repurchased for future delivery at a lower 
rate. Lately, there has been a change in the 
situation, the forward rate having considerably 
improved in the last few months. 

Quite a substantial proportion of the short-term 
balances in New York, moreover, represents the 
working balances belonging to European and 
non-European countries which have been built up in a 
slow and regular process, unlike the British and gold 
bloc balances which have come in big spasmodic 
movements. Due to the precarious position of 
other capital centres. New York has come to be 
regarded as a safe repository for such funds. 

Turning now to the movement of long-term 
capital, it has been estimated that only forty 
per cent of the total amount of capital that was 
transferred to the United States from the beginning of 
1934 to September 1935 was of a long-term character. 
It is only recently, since September 1936, that the 
movements of long-term capital have begun to 
represent a preponder§nt proportion of the total 
capital movement to the United States. There are two 
important things to be noted about the foreign long 
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term investments in the United States. For one 
thing, the flow of long-term capital to that country 
has always been steady and continuous since 1930, 
and to some extent independent of the movements 
of short-term funds which have been of a sudden and 
spasmodic nature. During the period 1930-33. when 
there was an export of short-term funds from the 
United States to the extent of 8 2,000 m., long-term 
capital worth $200 m. floured into the country. 
Similarly, when the influx of foreign funds into the U.S. 
was temporarily arrested in the first few months of 
1936, the flow of long-term capital was undisturbed. 
It seems that apart from the temporary ebbs and 
flows of business, foreign investors have never 
become nervous about the soundness of the 
industrial situation in that country. 

Movements of Investment Capital to and from (— ) 
the U. S. A, 

in millions of dollars 


1926 

-602 

1932 

217 

1927 

-723 

1933. 

49 

1928 

-662 

1934 

202 

1929 

-137 

1935 

462 

1930 

1931 

-267 

219 

1936 ("nine months) 464 


It will be observed that the peculiar magnitude of the 
gold movement to the U. S. since April 1935 was due 
to the fact that while for many years before that date 
the influx of long-term capital was more than offset by 
an outward, movement of short-term funds, after 
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April 1935. rhe inflow of long-term capital was 
accompanied by an even larger inflow of short-term 
funds. 

Another interesting feature of the long-term 
investments in the U. S. is that only a small 
proportion of them has been acquired during the 
depression. Of the. $5,035 m. at which the total 
foreign investments on the 31st December 1935 were 
estimated, only $ 500 m. had come into existence since 
the end of 1933. The rest were in the United 
States before 1933. ( The total foreign investments 

are now estimated at somewhere near $ 6,500 m.) 
This means that even during the crucial years 1930 
to 1933 when the industrial situation in America 
was anything but satisfactory, and confidence was 
at a low ebb, foreigners on the whole did not 
materially reduce their investments in that country. 
Consequently, although the inflow of short-term 
funds has been much greater than that of long-term 
capital during the depression, the net long-term 
liabilities of the U. S. were nearly four times as 
large as her short-term liabilities at the end of 1935. 
Indeed, in 1930-31, when prices were declining, some 
foreigners must have sold their holdings, but at 
prices which only made it attractive for others to 
buy ; so that the total volume of foreign investments 
remained approximately unchanged. 

While the foreign, investments in the United 
JStates have shown a steady growth, the investment 
of American capital in foreign countries has 
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considerably diminished in the last few years. In 
1927 and 1928 new foreign issues used to be floated 
in America at a rate of more than 9 1.000 m. a year. 
While the net outward movement of investment 
capital amounted to $ 662 m. in 1928, it was 
reduced to 9 137 m. in the following year. During the 
post-war period many debtor countries like Germany 
and the countries in Latin America depended 
on an import of capital from the U. S. for the 
settlement of their international account. During 
the boom conditions which prevailed in the U. S. in 
1929, the export of long-term capital from that 
country was heavily reduced. There was a slight 
revival in 1930, but after that year there was again a 
progressive reduction in the new issues floated in 
America on foreign account. After 1932 the market 
for foreign issues disappeared altogether from 
America. 

America had been a net exporter of capital ever 
since the war, but since 1931 it has changed the role 
and become a net importer of capital. Apart from 
the general loss of confidence in foreign investments, 
one has also to remember that the netlendable 
surplus of the United States was greatly reduced 
during the early years of the depression. ^ The 
cessation of the long-term capital export from the 
U. S. was indeed a revolutionary change in the 
international situation, because throughout the 

L The surplus of the United States in her trade with 
Europe fell from $ 930 millions in 1930 to $ 313 millions in 1933. 
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post-war period up to 1931, the movement of 
American long-term capital was consistently outward 
except in one year 1923. 

Since 1931, there was a heavy liquidation by 
Americans of their long-term commitments in other 
countries. The total foreign investments of the U. S. 
during the four years, 1931-34, fell by over 13 per cent. 
The heavy outflow of short-term capital which was 
taking place at that time was partly offset by this 
inflow of long-term capital. The inflow was mainly 
due to the repurchase by foreigners of the securities 
floated by them in the United States. Accurate 
statistics about the repurchase of securities by 
debtor countries are not available, but an examination 
of the relevant statistics in the case of the United 
States shows that the reductions in the nominal 
value of the outstanding investments of the U.S. 
from 1931 to 1934 were far in excess of the net 
cash payments to the country corresponding to 
such reductions. The net inward payments ip- 
no year exceeded 40 per cent of the net sales of 
investments ; which means that the average value 
of the securities sold was much lower than that of the 
securities bought. During these years Americans 
were fast getting rid particularly of such foreign 
securities as had fallen heavily in price. ^ 

The long-term capital movements during these 
years of the depression^were mainly of the nature of 
a sale by creditors of the securities which were 

1. Balances of Payments^ 1934, pp. 24-26. 
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depreciating. Debtors themselves found it an 
attractive proposition to repurchase these securities. 
Due to the loss of confidence in international finance, 
it was everywhere the case that the securities of 
debtor countries were quoted at a lower rate in 
foreign markets than in their home markets. Besides, 
it was difficult for debtor countries, especially in 
New York, to have their loans converted to a lower 
interest basis. It was, therefore, convenient for them 
to float loans at home at a lower rate of interest and 
to utilise the proceeds in repurchasing their securities 
in foreign markets. Most of the Latin American 
countries have reduced their debt to the U. S. in 
this way. The movement was reinforced in the 
year 1933 when the depreciation of the dollar 
reduced the cost of purchasing foreign dollar bonds 
in terms of other currencies. 

As regards American securities, there was a 
keen demand for them from foreigners due to a 
rapid fall in their quotations from the autumn of 
1929 to 1931 inclusive. In 1932, however, the U. S. 
purchases of domestic securities arc recorded to 
have slightly exceeded their sales. During 1933, 
although there was a flight from the dollar in 
the spring of that year, there were considerable 
speculative purchases by foreigners of dollar 
securities, particularly shares, later in the year. 

But the movement into American securities 
proper really gained strength in May 1935. Since 
that month purchases of American securities 
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by foreigners have exceeded their sales. They 
reached their maximum for the year in the last 
quarter of 1935. when owing to a combination of 
political and financial disturbances in Europe, gold 
was moving across the Atlantic on a large scale. 
As said above, the general movement of capital into 
American security markets continued in 1936 
also, although the inflow of short-term capital was 
checked in the first quarter of that year. It was in 
1936 that the net inflow of investment capital 
reached its highest level since 1931. While the net 
inward movement of investment capital amounted to 
3 462 m. in 1935, it amounted to ? 464 m. only in the 
first 9 months of 1935. 

The foreign purchases of securities in America 
have shown a tremendous increase in volume since 
last September. Since the re-election of President 
Roosevelt the security market in the United States 
has assumed a buoyant tone and prices are 
continuously on the up-grade. There has been a 
fairly sustained demand for American securities ; and 
foreign investment in these has become an important 
factor in the movement of gold to the United 
States.^ 

The change in the position of America from a 
net exporter of capital funds into a net importer has 
raised the very difficult question of the future tariff 
policy of the country. •Thereis no doubt that the 

1. The following table shows the distribution of foreign 
investments in the U.S.A. as between certain important 
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foreign debtors of the U.S. cannot in the long run meet 
the service of their debts in the form of gold. If 
default is to be avoided, the only policy that the U.S. 
can sanely pursue is to allow them to develop a 
favourable balance with her. Bat how is that to be 
achieved ? Not certainly by a reduction of exports, 
although the export trade of the United States does 
not amount to more than 7 per cent of her -total 
domestic production. An increase in imports by a 
liberal reduction in tatiff barriers appears to be the 
only solution and it has been advocated by many 
economists who have examined the question. Lately, 
since 1935. there has been a welcome change 
in the situation, creditor countries as a whole 
having increased their adverse trade balance or 
decreased their favourable trade balance with 
debtor countries. The export surplus of the U. S., 
in particular, fell by more than half from 1934 to 
1935 and was succeeded by an import surplus in the 
first eight months of 1935. The same tendency was 

ci untries. r.s on the 31st Deccinbcr 1935. 

(In miliions of dollars.) 
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noticed in other creditor countries including the 
United Kingdom. France. Netherlands^ Belgium. 
Switzerland and Sweden. 

We may now take a synoptic survey of the 
essential features of capital movements from countries 
other than the United States in the last few years. 
As regards long-term capital, it is well-known 
that, as in the U. S., so in other countries new issues 
have ceased to play a prominent part in international 
capital movements. Soon after the departure of the 
pound from the gold standard an unofficial embargo 
was imposed on the flotation of new foreign issues in 
England. ^ The share of the overseas loans floated in 
London for the account of foreign ( i. e. non-British ) 
countries fell from 69 per cent in 1930 to 21 per cent 
in 1933 and 7 per cent in 1934. It rose to 14 per cent 
in 1935.2 The French issues for foreign account 
have also greatly diminished. They were only $ 9- 
millions in 1935 as compared to $ 146 m. in 1931. 

1. Mr. Chamberlain appealed to the capitalists when the 
War loan conversion was announced, not to make any new 
issues until the conversion was complete. In September 1932* 
when the conversion was over, the ban on domestic issues 
was raised, but that on foreign issues was retained. In May 
1933, the ban was extended to purchases of large blocks of 
securities from foreign holders for resale in Great Britain, In 
April 1933, Government permitted the issue of a Danish 
Government loan, as a special case. On June 9, 1934, the 
Chancellor of the Exchequer announced that the embargo would 
be relaxed in the case of two classes of foreign borrowers ; 
one, the borrowers within the sterling area and the other 
those borrowers who would spend the proceeds in a way that 
would be directly beneficiaf to the British industry, 

2. See also Table on p. 82, 


6 



NEW CAPITAL ISSUES IN THE U.K.^ 


s 

I 

Foreign 

countries 

•Tisoo^eaoor^'^^enoovo 

t^t<e^vdwSuSvdoO'€>c4*^ 

1 

*0 

So 

5 

Dominions 

and 

Colonies 

»r^eo*^0^^^»r^^^vovou^o^'^ 
c<SosC)t<c<S— JoN'—vSc^vdON 
cn — cric^e4c^c^'^cMC>ic«a 

H 

£ 

Home 

o*-^t^ON>noooso*-<»n— 

On vd wS o c<S o6 ‘ 


1 

oc^rv'^avOsQvnoooNO'^t* 
QOOCM^— 'TPOsOCrkVO^C^ 
0*-‘CMt>.*rkt'« *-«voooo— ^C30 

O On t>r 'aj? CM* vd od cK csf O CNf 
Ot^cM— •vo«i^cooo»-*cnir»c50 

CM CM CM cn CM CM 




'e 

o 

s 

Foreign 

countries 

O— •OOt^'*rVM>^VOCOVOOOCM 
OC><.u^CMi^c<^tn'>sr'»?'ONin»rN 
0*-^ONONCMONt^CMCN^aNOOO 

^ ^ c> t< O n od On t<cdCM 

ON CM m <rv »n cr^ cn 




w 

c 

I 

1 

Dominions 

and 

Colonies 

Qcr>eM'^ocMr^cMcn*^’-«co 

•■^crM%.-p-<ONcr^ 

ooNCMt^^Tfooocooocno 

rCcnoNC>rvo“r#«cdvdodoNO’‘od 

VOM^VOGOCOV-Vt^CryCMCM'^'-^ 

Home 

QOO^%C»^W^CMVOOO^^.C^*-^^ 

igSSSS^SRSSSi 

od^^NdcjNONt<cMcn»n^'-^ 

cngo^jljjrjgj'^oooNO^ 



7=?? 


Year 



Richardson: British Economic Foreign Policy, p. 73. 



CAPITAL TRANSFER TO U. S. AND ENGLAND 


The repurchase of securities by debtor countries 
which was a distinctive feature of the flow of lohg- 
tefm capital to the U. S. during 1931-34, was also' 
noticed in the case of other countries. While in the 
U. S. the amortisation receipts considerably exceeded- 
hcr new bond issues for foreign account, in the 
United Kingdom they reached figures not far 
below those of new issues. The circumstances 
which induced the debtor countries to repurchase 
their bonds have already been explained above. 
Among the countries which repurchased a portion? 
of their outstanding debts may be mentioned the 
Argentine, Australia, Germany and India. 

Like the U. S., the United Kingdom also appears 
to have liquidated mainly those securities which 
have fallen much in price. The actual cash receipts 
have fallen far short of the reduction in the nominal 
value of foreign investments. 

The volume and direction of capital movements 
have been considerably influenced by the changes in 
the monetary and tariff policies of the big trading 
nations. The overseas investments of the United 
Kingdom are largely in agricultural countries and 
her ability to realise the income from thesa 
investments depends on the extent to which she 
allows on import surplus to arise in her international 
trade. The normal mode of transferring this income* 
till 1929, was that the overseas countries which were 
indebted to the United Kingdom used to have a 
favourable balance with countries other than the 
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UX. and these latter tised to have a favourable balance 
wirii the U.K. It was pointed out by an authority in 
1929 that each 3fear the U.K. collected in the form of 
American merchandise about $ 500 millions of the 
jevenucs from ter overseas investments and her 
merchant marine. After 1931i the U. K. changed its 
tariff policy with the result that between 1931 and 1933i 
ter passive balance with the United States fell by 
one half and that with the European continent by 
72 per cent. The reduction in exports which these 
countries suffered was immediately reflected in 
a reduction in their imports from the agricultural 
countries. There was a shrinkage in the trade 
surpluses of the agricultural countries and it 
became a difficult problem for them to meet 
the service of their loans. Fortunately, there has 
been a compensatory change in the situation, in the 
form of an increase in the passive balance of the U.K. 
vis-a-vis the other parts of the British Empire. So far 
as the Empire countries are concerned, therefore, the 
service of their debt to the U. K. now is met by a 
<lirect transfer, instead of the triangular operations of 
the pre-depression days. No such relief has been 
available to agricultural countries outside the British 
Empire and the British holders of investments in 
these countries have suffered a great deal as a result 
lOf default on their part. The problem before Britain 
is how to reconcile the interests of her investors with 
those of her industrialists who will vehemently 
ippfpQse any chan^ in her present tariff policy. 



CAPITAL TRANSFERTO US. AND ENGLAND 85 


Another example of the close inter-relation 
between trade and capital movements is to be found 
in the ease of Germany. Before 1929» Germany had a 
large trade deficit and her account was largely settled 
by capital imports from the United States and other 
European countries. During the period, 1923-25, 
French capital amounting to $ 500 m. annually was lent, 
largely on short-term, to other creditor countries and 
re-lent by these to Germany. After the stabilisation of 
the franc in June 1928, this flow of capital from France 
suddenly stopped and the capital export from the U. S. 
was also heavily reduced. Germany had accordingly 
to utilise her trade surplus with other European 
countries to meet the service of her debts to them 
and was unable to purchase her requirements of raw 
materials on the old scale. The trade of agricultural 
countries with Germany was seriously affected 
and their transfer difficulties were aggravated. ^ 

During the last two years the long-term 
investments of the principal creditor countries have 
again assumed an upward swing. But the flow of 
long-term capital is not directed to debtor countries, 
which arc still in need of it, inspite of the recent rise in 
international prices; it has mainly taken the form of 
speculative purchases of United States shares by the 
.creditor countries in Europe. A good deal of long- 
term capital was also attracted to Sweden where the 
sales of domestic secuyties to foreigners amounted to 
double their purchases from foreigners in 1935. 

1* Cf. Balance of Payments, annual, passim. 
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The League of Nations Balances of Payments for 
1935-36 has estimated the total long-term investments ' 
of all creditor nations at $30 milliard at the old 
parity. The long-term investments of the U. S. 
amounted to $ 7.6 milliard gold at the end of 1935. 
According to Sir Robert Kindersley’s estimates. 
Britain’s foreign investments at the end of 1933 were 
£ 3,386 millions. 

As regards short-term capital, the extremely 
erratic nature of its movements between capital 
centres is too well known to need emphasis here. 
During the period 1930-34, the total amount of 
outstanding short-term indebtedness was reduced 
from 70,000 million to 30,000 million Swiss francs,. 
(There was no material change in 1935). The 
reduction was partly due to currency depreciation 
and partly to the reduced needs of international 
trade owing to the shrinkage in its volume. One of 
the main factors in the reduction, however, was the 
rapid liquidation of their foreign short-term assets, 
by the European central banks to which we have 
already made a reference in our account of the 
gold movements in 1932-33. The amounts held by 
foreigners in American banks were also reduced 
between 1929 and 1933. Russian commercial debts 
which at the end of 1931 amounted to 1,400- 
million roubles, fell to 450 million at the end of 1933, 
Germany has also brought do^n her short-term debt 
through the sale of registered marks at depreciated 
rates. 
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The short-term position of London has undergone 
inany interesting changes during the last few years. 
Just before the departure of England from the gold 
«tandardi London’s position as an international 
capital centre had become extremely precarious. 
Before the War the short-term finance of London 
consisted mainly of acceptance business in which its 
assets and liabilities were more or less evenly 
balanced. During the post-war period, however, 
London became an international centre for holding 
deposits and there was a great increase in London’s 
liabilities to foreigners in the form of deposits, in 
addition to its liabilities in the form of sterling bills, 
with the result that London became a net debtor 
on short-term account. ^ The major portion of these 
liabilities was incurred from 1925 to the end of 1927 
when the Bank of France was accumulating short- 
term balances abroad. There was at the same time 
a reduction in the annual surplus of England for long- 
term foreign investment and it was apprehended 
that the large volume of foreign issues which were 
floated in London in those years and the heavy 
purchases of foreign bonds made by the British 
investors in the United States were probably financed 
out of these liabilities. In other words, London was 
borrowing short and lending long. The Macmillan 

1. 2746 NaemUim Beport, pp. 11-14, 148-9, Monetary 
Potiey and the Depretnon (Thp Royal Institute of International 
Affairs), Appendix I, Britain' t Induitrvd Future, N. F. Hall’s 
Beedhange Equdieatwa Chapter II. 
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Committee mcamined this coistentioa aad found that 
the net purchases of foreifn bonds wm:e really paid 
out of the current accruing surplus on income 
account. So far as the short-term account was 
concerned! howeveri they expressed grave anxiety 
regarding the heavily unbalanced position of Londonr- 
The situation was further complicated by the 
existence of a large volume of Treasury bills 
and short-term unfunded debt in the London 
money market during this period.^ Foreigners who 
wished to hold sterling balances could buy these 
high-yielding short-term securities. Owing to their 
short-term character, there was little or no chance 
of capital loss in the event of a rise in the general 
level of money rates. These short-term Treasury 
obligations were, therefore, a peculiarly attractive 
form of investment to foreigners who cared more for 
security and liquidity in those days than for income 
and their demand was fully satisfied by the excessive 
supply of these securities that was available in the 
London market. The Treasury had to keep a large 
volume of debt in this form because of the imperative 
necessity in those days of keeping down the annual 
interest charges- This growth of short-term debt 
and the simultaneous accumulation of foreign 
balances in London created some difficult problems 
for the monetary authorities. A change in the 
bank rate had no great influence on the capital value 
of short-term securities, and as the foreign balances 


1, N. F. Hall, Op. pp. 8“22. 
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were mainly invested in such securities, the monetary 
authorities had no effective control over their 
movements to and from London. Whenever, besides, 
there was an expectation of a rise in money rates, 
foreigners converted their sterling balances from 
bills into bank deposits, thereby making the situation 
worse. A rise in the bank rate may at least check 
the liquidation of bills by . depressing their value, but 
when balances are held in the form of bank deposits, 
raising the bank rate was hardly an effective means 
of checking their withdrawal. 

In 1931 there was a rapid withdrawal of these 
balances from London, while the foreign short-term 
assets of London became suddenly frozen. The result 
was the abandonment of the gold standard in 
September. The withdrawal of French balances 
from London and elsewhere which preceded this 
crisis and which proceeded with great vigour in 1932 
and 1933 has already been explained elsewhere. In 
1932. sterling regained the confidence of the world 
and large foreign funds flowed to London. There 
was a pronounced rise in the value of sterling, 
although the Treasury and the Bank of England were 
buying dollars and francs to repay their New York 
and Paris credits of the previous year. The pound 
rose further when it became known that sufficient 
foreign exchange had been acquired to repay these 
credits. This showed t^iat there was a speculative 
transfer of funds to London in the expectation of a 

lise in the value of the pound. The lessons of 1931 
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were not lost on the British authorities. By 
instituting the Exchange Equalisation Account they 
arranged to offset this transfer of funds and the 
resulting fluctuations in exchange. 

The depreciation of the dollar in the spring of. 
1933 reinforced the tendency of foreign funds to 
flow to London. The European gold standard, 
countries, particularly, France, Switzerland, Belgium, 
and Netherlands, also attracted large amounts of 
refuge capital in 1931 and 1932, but their position 
weakened in 1933. The foreign funds which 
accumulated in London in 1932 and 1933 represented 
largely the exchange reserves of the central 
banks and governments in the sterling area. There 
was a large movement of funds to London from 
South Africa and India in 1932 and 1933. The 
Treasury and reserve balances of the Indian 
Government rose during the three years ending 
March 31, 1935, by £ 53 millions. The sterling 
balances held as primary or secondary cover by the 
Union of South Africa. Australia, India, Egypt and 
the four Scandinavian countries were estimated by the 
Bank for International Settlements to have risen 
from £ 50 m. at the end of 1931 to £ 120 m. at 
the end of 1933 and to £ 140 m. at the end of 1934. 

It is interesting to note that Great Britain’s, 
balance of payments in 1933 was so situated that the 
inflow of funds belonging to .the Governments and 
banks in the sterling area had necessarily to be 
covered by an import of gold. In 1933, Great Britain: 
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■was able to wipe out completely the deficit on 
account of goods and services and net Government 
receipts, which had arisen in 1931, and hence other 
countries had to sell gold to her to obtain their 
sterling reserves. The Bank of England increased 
its gold stock in 1933 by £ 71 millions. Besides, the 
Exchange Equalisation Account is also known to 
have used a part of the inflow of funds from the 
sterling area to acquire large amounts of foreign 
assets. In 1934, however, sterling was weak and 
a portion of these assets had to be parted with. The 
Fund had also to sell gold from its deposits in France 
to the value of £ 105-110 m. This outflow of funds 
was not due to any withdrawals by the 
countries in the sterling area; in fact, the latter 
exported a further amount of £ 20 millions to London 
■during the year. The deficit in the current 
international account also did not amount to more 
than £ 1.2 million. The outflow was due mainly to a 
repatriation of American funds. 

In 1935, the accumulation of funds in London by 
the countries of the sterling bloc slowed down to some 
extent. The reason was that the countries concerned 
utilised their available funds for reducing their 
external debt or for purchasing gold. The assets 
of the Indian Government on account of Treasury 
and reserve balances held in London, which had 
risen by £ 15 millions dufing the financial year ending 
31st March 1935 and by £ 28 millions and £ 10 millions 
respectively in the two preceding years. 
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rose by a little more than £ 1 million in 1935-36. At 
the same time, the London liabilities of the Indian - 
Government on account of sterling loans, railway 
annuities etc. fell by £ 7.5 millions. In using the- 
surplus funds in 1935-6 for reducing the external debt 
of India instead of adding them to the Treasurjr 
balances in London. Sir James Grigg, the present 
Finance Member of the Government of India, made 
a distinct improvement upon the policy of his 
predecessor. Sweden utilised a part of her funds for 
purchasing gold, but the Finnish Government followed 
the Indian example and reduced its long-term, 
indebtedness. 

As has been already mentioned elsewhere^ 
London was exposed to an outflow of funds 
in September 1935 due to the transfer 
of short-term capital to New York on the 
eve of the Abyssinian War. 'This, however, came to 
an end in October. Throughout the major part of 1935 
and 1936, there was an influx of gold in London^ 
in spite of the reduction in the inward movement of 
the sterling bloc capital. It was partly due to the 
repatriation of gold held in Paris by the Exchange 
Equalisation Account, but the main reason is to be 
found in the financial crises in the gold bloc countries- 
which have been already described. At present the 
flow of international capital is prevailingly in the 
direction of London and New.York and gold is pouring 
into these two centres as the necessary medium for 
effecting the transfer of funds. 
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The reader will sec from this study of recent 
capital movements what revolutionary changes^ 
have taken place in the policies of leading creditor 
nations in the matter of international investment 
and in the position of different capital centres as the- 
repositories of international floating funds. For 
any clear appreciation of the significance of 
international gold movements, it is highly essential to 
have a vivid understanding of the important 
changes in capital movements, because in these is 
to be found one of the root causes of the present 
disequilibrium in international relations and it is in a; 
conscious control of these movements that the hope of 
an ultimate restoration of a satisfactory international 
standard really lies. ^ 


If The information used in this section is derived from the 
Reports of the B. I. S., the files of Federal Reserve Bulletin, the 
annual volumes of Balances of Payments and the articles^ 
published in the Economist from time to time. 



II 

GOLD MOVEMENTS FROM GERMANY 

A reference has been made elsewhere to the 
international runs on German banks in September 
1930 after the General Election and again in 
July 1931 during the panic created by the failure 
of the Austrian Credit Anstalt. In the course of our 
discussion of the financial developments in subsequent 
years we had very little to say about Germany ; the 
reason being that during the major portion of this 
period Germany had strongly entrenched her 
national economy by means of various artificial 
devices ( in the form of exchange restrictions ) and 
consequently, the financial developments in other 
countries could have no material effect on the 
movements of capital or gold in and out of that 
country. This does not, however, mean that Germany 
was free from gold losses. The gold reserve of 
Germany which amounted to $ 544 m. (at the old 
parity) in 1929 was reduced to 8 528 m. and $ 234 
m. in 1930 and 1931 mainly due to the withdrawals 
mentioned above, and from that level it came down 
by successive stages to only $ 19 millions in 1935. 
During 1936 it fell further by about 20 per cent. 

In 1931, the strain on the economic system of 
Jjermany was considerably relieved by the cessation 
of reparation payments aftei; the moratorium of 
July 1931 and the conclusion of the Standstill 
Agreements with foreign creditors in August 1931. 
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Until 1931, the deficit in Germany’s balance of 
payments was mainly due to reparation payments. 
The suspension of these payments converted this 
deficit into a surplus. There was a substantial 
excess of merchandise exports, to add to the receipts 
from shipping and other services. In 1932, however, 
the excess of merchandise exports was reduced to 
one-third of its level in 1931 and it fell still further 
in 1933. The outflow of gold from Germany from 
1932 onwards was mainly due to the inadequacy of 
her foreign balance of trade and services to meet the 
service of her external debt. 

The decline in the gold reserves of the 
Reichsbank in 1932 and 1933 was caused mainly by 
the repayment of the credit granted to the Bank by 
a group of central banks in the crisis of June 1931. ^ 
This credit, originally for an amount of $ 100 m. was 
reduced to $ 86 m. by the end of 1932 and to $ 70 m. 
by March 1933. In the first half of April, the 
credit was entirely liquidated. In July 1933, the gold 
reserves were further reduced by the repayment of a 
credit granted to the Gold Discount Bank by a 
syndicate of American private banks in April 1924. 
The export surplus of Germany was hopelessly 
insufiicient to meet the service of her foreign debt. 
It is interesting to note that the gold losses of 
Germany were due entirely to her own difficulties 
and the country was more or less completely 
immune from the spwulative crises which were 

1. The Annual Reports of the Reichsbank for 1932 
and 1933. 
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bringing about gold exports from Hollandt 
Switzerland and France during the same period, 
faced with such repeated losses, the Reichsbank 
■decided on July 1. 1933 ( when its gold reserve had 
already declined to $ 45 m. from the level of 
$ 196 m. at the beginning of the year ) to 
•declare a partial moratorium on the payment abroad 
of both the principal and interest of a large part of 
foreign debt, except that portion of it which was 
covered by the Standstill Agreements of August 1931, 
-and except credits used in current financing of 
foreign trade. As a result of this moratorium, the 
pressure on the Bank was considerably relieved. 
The Bank steadily acquired gold in July and August 
1933. Except for a small export of $ 676,000 in 
August, there was no export of gold for the rest of 
the year. In September, the Bank increased its gold 
reserve by converting a portion of its foreign 
•exchange holdings, worth about $ 18 m., into gold. 
At the end of the year the reserves amounted to 
twice as much as in June. 

Germany’s foreign trade began to show an 
unfavourable balance in the beginning of 1934 for the 
first time in the previous four years. In the month 
of March 1934. the greatest reduction in the central 
bank reserves in Europe was to be found in Germany. 
Throughout the first half of 1934, the German reserves 
were dccUnmg. Since June 1934 Germany adopted the 
practice of allowing imports only to the extent of 
ioreign exchange made available by exports and 
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services. These restrictions, however, had a very 
serious loophole. They left the nationals free to 
import as much as they liked, but restricted only the 
payment for the goods imported. This led to an 
accumulation of commercial debts. It was, therefore, 
decided to stiffen the restrictions. From 
^pteniber 24, 1934 onwards, the Reichsbank 
released foreign exchange in payment for imports only 
when exchange permits were granted previous to the 
importation of goods. i These measures were 
completely effective, inasmuch as the decline in gold 
reserves was promptly checked after their adoption 
and the reserves showed a steady increase from June 
1934 to September 1935. Several other measures 
such as the system of blocked currencies were also 
put into force to minimise the loss of gold. 

In their negotiations with other countries, the 
German authorities have never lost sight of the 
imperative necessity of preserving and strengthening, 
the country’s gold reserves. They can achieve their 
object only by maintaining or increasing their trade 
surplus as much as possible. They have, therefore, 
concluded compensation trade agreements with 
countries with which Germany had an unfavourable 
balance, the equality between exports and imports 
being established both by increasing German exports 
and reducing imports. With countries, on the other 
hand, with which Germany has a favourable balance: 

1. Federal Reserve Bnlletin, May 1935, p,285. 
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thtiy have insisted on maintaining the balance. ^ In 
spite of the adoption of these tactics, however, there 
has been no material impression on the gold reserves 
of the country. Since September 1935, the gold 
reserves again began to decline and they now stand 
at $ 27 m. ( at the new parity ) as compared to $ 38 m. 
a year and half ago. The growing deterioration of 
Germany’s foreign trade is the sole explanation of 
this decline in her reserves. 

In her present situation, there is no doubt that 
Germany requires a large stock of gold. When, as 
a result of the war, she lost her colonies, she was in 
effect deprived of many of her traditional sources of 
essential raw materials. She has had to rely on her 
commercial pacts and alliances with the raw material 
producing countries in Central and Eastern Europe,- 
alliances which may or may not avail in the event 
of a major conflict. If a war breaks out, it is only 
by gold that Germany can buy her raw materials. Her 
present gold stock of $ 27 m. is hopelessly 
inadequate from this point of view. ^ 

1. Einzig ; M'orU Finance 1935-37, Chapter on Germany. 

2. There is another country about which information is 
extremely meagre. Ever since the application of economic 
sanctions. Italy has ceased to publish information about her 
gold reserves. It is, however, now known that the gold reserve 
of the Bank of Italy amounted to 2,380 millions old lire on the 
20th February 1937 as compared to 3,936 millions on the 20th 
October 1935. This means that the Bank of Italy has lost 
nearly 40 per cent of its gold during the period. In the case 
of Italy dso the main reason 4or her loss of gold is the 
inadequacy of her exports to purchase the essential foodstuffs 
and raw materials from other countries. (Figures from the 
EeonmUt, 13-3*1937, page 593.) 



CHAPTER IV 

GOLD ABSORPTION AND EXCHANGE 
EQUALISATION 
I 

EXCHANGE EQUALISATION ACCOUNTS IN ENGLAND 
AND OTHER COUNTRIES 

W ITH the departure of England from the gold 
standard on September 21, 1931, sterling and 
several other currencies that were linked with 
it were left entirely at the mercy of speculators. It 
seemed for a time that a state of more or less complete 
chaos in exchange rates was the only alternative to 
the rigidity which characterised the old regime and it 
was the necessary price that the nations had to pay 
for the freedom from the painful shocks of deflation 
that they had to suffer as a result of that rigidity. 
It soon began to be realised, however, that it was 
possible to discover a via media between the two 
extremes and the various types of exchange funds that 
were evolved during the course of the depression 
were the concrete results of the zealous search of 
monetary authorities for a mechanism that will ensure 
a reasonable exchange stability, without in any way 
hampering the pace of internal recovery. As time 
went on, their art of exchange management was 
gradually refined by experience and their objects were 
more clearly defined, but what is more important to 
note is that although originally conceived purely as' 
instruments of exchange control, they have now 
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become huge repositories of secret gold reserves and, 
as such, have come to serve, at least in some countries, 
as important safety valves between the channels of 
gold distribution and those of monetary circulation. 
In what follows I will try to give a brief account of 
the important exchange funds in the world and to 
explain to what extent their operations influence the 
monetary and credit situation in their respective 
countries. 

The British Exchange Equalisation Account was 
established in England in 1932 and was followed by 
the Foreign Exchange Fund of the Argentine in 
November 1933, the United States Stabilisation Fund 
in January 1934, the Belgian Exchange Equalisation 
Fund in April 1935, the Canadian Exchange Fund in 
July 1935, the Stabilisation Fund of France and 
Exchange Funds in Holland and Switzerland in 
September 1936. Except the British and Canadian 
Funds, most of these funds were started soon after 
the official devaluations of the currencies of their 
respective countries. 

The British Exchange Equalisation Account was 
instituted under the Finance Act of 1932. Its resources 
originally consisted of only Treasury Bills worth £ 150 
millions. Besides, the balance of the old dollar exchange 
reserve, amounting to £33 m., was also made available 
to it. It is worth noting that unlike many other 
exchange funds, the resources of the British Fund were 
not found out of the profits arising from a revaluation 
of the gold reserves. In fact, the gold reserves of the 
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Bank of England have not been revalued to this day. 
In May 1933, Parliament increased the borrowing 
powers of the Account to £ 350 m. and in June 1937. 
to £ 550 m. The object of the Account is to 
counteract seasonal fluctuations, speculative 
operations and the movements of refuge capital 
that arc likely to disturb the exchanges. The Account 
has never tried to offset tendencies of a long-term 
character that owe their origin either to some 
fundamental change in the balance of trade or in the 
movements of investment capital. Such tendencies 
are only moderated in their effect, so that the 
resulting appreciation or depreciation of sterling 
takes place smoothly. 

When sterling tends to appreciate, due, for 
example, to some temporary influx of foreign funds, 
the Account tries to prevent the appreciation by 
selling sterling against gold or against foreign 
currencies which are as far as possible immediately 
turned into gold. It finds the sterling required for 
these operations out of the proceeds of the Treasury 
bills which it floats. The Account is also authorised 
to borrow from the Bank of England. It may buy 
gold either in London or abroad. On the other hand, 
when sterling tends to depreciate, due, for example, 
to some movement of funds out of London, the 
Account tries to prevent the depreciation by buying 
sterling against gold or foreign currencies and Sterling 
thus acquired is used to redeem a portion of its 
outstanding Treasury bills. It follows, thus, that the 
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Account’s ability to prevent an appreciation or 
depreciation of sterling depends on whether or not it 
possesses a sufficient supply of sterling or gold as the 
case may be. 

In the second quarter of 1932, when gold was 
flowing to England and sterling had a tendency to 
rise, the British authorities correctly gauged the 
tendency to be a temporary one and tried to 
prevent the rise. This strength of sterling was soon 
followed by a relapse in the second half of the year, 
when funds were moving out of London due to the 
lowering of interest rates (which was brought about 
to facilitate debt conversions), seasonal factors, and 
the anticipation of the war debt payment. The 
Account was then unable to offset the fall completely, 
because its resources were mainly in the form of 
sterling and it had not yet been able to acquire a 
sufficient stock of gold or foreign exchange. It has 
been remarked that had the rise in sterling not been 
checked in the first half, of 1932, the set-back in the 
second half would have been much more severe. 
Thus, the charge that was often levelled at the 
Account, especially in America, that it deliberately 
tried to depress the value of sterling in order to 
increase the competitive strength of the British 
industry, does not appear to be well founded. ' 

1. Professor Sprague of the Harvard University in his 
evidence before the U. S. House of Representatives Coinraittee 
oii Banking and Currency, said, “It v^^as never the purpose of 
the British Equalisation Account to depress the value of the 
pound’' 
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Early in 1933 the pound began to rise again, 
due mainly to the confidence created by the 
payment of the war debt instalment in gold in 
December 1932 and the fears felt about the 
future of the dollar. It was appreciating both 
in terms of the dollar and franc, but the 
Account chose to moderate the appreciation more 
by buying francs than dollars. The reason probably 
was that the pressure against the dollar was much 
-stronger than that against the franc and hence it was 
more economical to support the latter than the 
former. In 1933, sterling was allowed to rise slowly 
from 336.14 in the beginning of the year to 511.60 
at the end. The Account increased its gold stock 
during this period. During a large part of 1934, the 
pound was sagging in its exchange value and the 
Account had to support it by selling francs as well as 
gold. The depreciation of sterling in March 1935 
was one of the main factors that precipitated the 
Belgian crisis. I'he Account correctly judged that 
the levclof 511.60 reached in December 1933 
was really too high for sterling and hence made 
no attempt to maintain it. It simply used its 
resources to mitigate the natimally downward 
trend of sterling. Sterling recovered in May 1935 
and was strong in the major part of 1935 and 1936 
when the currencies in the gold bloc were subject to 
Tecurrent flights of capital. The operations of the 
Account in 1935 and 1936 in preventing the undue 
■appreciation of sterling that would have resulted 
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from the temporary influx of shert-term funds 
from the Continental countries led to a 
considerable increase in its gold stock. In 
September and October 1935. during the political 
tension caused by the Abyssinian war, when there 
was an efflux of funds from London, the gold and 
foreign exchange resources of the Account must 
have been reduced to some extent. Over the period 
as a whole, the Account was receiving gold. 
Even after the gold bloc devaluation of 
September 1936, although the Dutch balances in 
London were repatriated, there was no material 
reduction in the balances held by France and hence 
sterling did not come under pressure on this account. 
The inward movement of foreign balances has been 
continuous in 1937 and in May last the sterling 
resources of the Account were nearly depleted in 
continued purchases of gold. The British Government 
had, therefore, to increase the borrowing powers of 
the Account by £ 200 m. in June last. ' 

The operations of the Account have always been 
shrouded in utmost secrecy. On June 27, however. 
Sir John Simon, the Chancellor of the Exchequer, 
announced in the House of Commons that the public 
will hereafter know the state of the Account every six 
months, three months in arrears. On March 30, 1937r 
the Account held 26,674,000 fine ounces of gold, the 
I^ue Department of the Bank of England having 

1. Further discussion of the operations of the Account will 
be found in the next section. 
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73.842,000 ounces, representing over £ 700 m. in the 
aggregate. The Account did not hold more than a 
trifling amount of foreign money. 

Let us now proceed to discuss what effect the 
operations of the Account have on the London 
money market. Suppose that, due to an influx of 
foreign funds into the market, sterling has a tendency 
to appreciate. The Account wants to keep down 
sterling by buying gold. In order to do this, it borrows 
by means of Treasury bills, thus withdrawing money 
from the money market; there is a transfer of money 
from the deposits of the joint stock banks with the 
Bank of England to the public deposits. Since the 
reserves of the banks are reduced, they are compelled 
to reduce their demand liabilities by several times the 
amount of the reduction in reserves. They bring about 
this adjustment between their liabilities and reserves 
by calling in loans; since every loan creates a deposit 
liability, a reduction in loans means a reduction in 
liabilities. The flotation of Treasury bills by the 
Account thus leads to a stringency in the money 
market. This stringency, however, is soon relieved 
when the Account buys gold to keep down sterling. 
The purchase of gold naturally involves a transfer of 
money from the public deposits to the deposits of the 
joint stock banks with the Bank of England. The 
banks arc, therefore, in a position to restore their 
deposit liabilities to the former level. This they do 
by expanding their loans. The money that was 
withdrawn from the market by means of Treasury 
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bills is thus restored to it through the purchase 
of gold. 

The withdrawal of foreign funds also 
temporarily creates a stringency. It should be noted, 
that a mere withdrawal of foreign funds need not 
make much difference to the money market if 
it is allowed to have its effect on the rate 
of exchange. The rate of exchange will fall to a 
level at which the sterling balances offered by some 
will be attractive for others to buy. Thus, there 
will be only a transfer of ownership within the 
market without malting any difference to the money 
market as a whole. Sometimes such a withdrawal 
may result in a transfer of funds from the clearing 
banks to the agents of foreign banks in London. 
A temporary stringency may, however, arise as a 
result of the withdrawal of foreign funds if the 
Account intervenes to prevent a fall in sterling.. 
When the Account sells gold to support sterling, it 
brings about a transfer of funds from the reserves of 
the joint stock banks to the public deposits. There is 
thus a stringency which is not removed till the extra, 
funds in the public deposits are utilised for the 
repurchase or redemption of Treasury bills. When 
this happens, the reserves and deposits of the joint 
stock banks arc restored to their former level. There 
is usually a timelag between the two sets of 
transactions: the purchase orsale of gold and the 
issue or repayment of Treasury bills. The amount 
of Treasury Bills issued does not normally vary 
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from one Friday to another by more than £ 5 m. If. 
therefore, the Account has withdrawn or returned 
several millions of pounds by a big sale or purchase 
of gold, it will take a number of weeks before its 
effect on the money market is fully offset by changes 
in the issue of Treasury bills. 

It will be noticed that, other thing being equal, 
so long as every official transaction by way of sale 
or purchase of gold is offset by a corresponding 
change in the issue of Treasury bills, there need not 
be any change in the cash reserves of the joint stock 
banks with the Bank of England, while at the same 
time, the stability of the rate of exchange is 
assured as a result of the sale or purchase of 
gold. Indeed, this is the peculiar characteristic of 
the new monetary technique. It combines the stability 
of exchanges, which is the essential feature of the 
gold standard, with that freedom of bank 
reserves from the effects of external financial 
developments which is believed to be the main 
advantage of an independent monetary system. 
Under the gold standard, any influx of funds which 
pushes the exchange rate to the gold import points 
brings about an inflow of gold which swells the cash 
reserves of the joint stock banks. If, when the funds 
arc withdrawn, the state of the balance of payments 
is such that the exchange falls to the gold export 
point, gold flows out and the cash reserves of banks 
are correspondingly reduced. Under an unregulated 
paper standard, these unwanted increases and 
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reductions in the cash reserves of banks are 
eliminated, but only at the expense of violent 
fluctuations in the rate of exchange. The peculiar 
technique of exchange equalisation avoids both the 
evils and is of special advantage in these days when 
the movemento of short-term funds between one 
centre and another have become extremely erratic in 
nature. The interests of exchange stability as well 
as those of domestic stability arc thus fairly well 
assured. 

Apart from its use in offsetting the movements 
of short-term funds, the Exchange Equalisation 
Account also provides a method by which the 
increasing supplies of gold are gradually absorbed into 
the monetary system without bringing about an 
unwanted expansion of currency and credit. We 
may even call this a method of sterilising gold. 

This analysis of the theoretical position leads us 
to two important questions as to the practical 
working of the Exchange Equalisation Account. Is 
the Account really able to offset completely the 
effects of gold movements on the internal credit 
situation ? Are there any limits to its ability to do so> 

In the first place, it is necessary to realise that 
the operations of the Account in offsetting an influx: 
of foreign funds and the accompanying influx of gold, 
by increasing the issue of Treasury bills, may not 
merely prevent an expansion of credit, but may 
^ven go further and actually bring about a contraction. 
It happens thus. In the normal course, the funds that 



EXCHANGE EQUALISATION ACCOUNTS 103 

arc withdrawn from the market by means of Treasury 
Bills are expected to be returned to it when the 
Account purchases gold to facilitate the transfer of 
foreign capital. The funds, however, do not come back 
to the market, even after the purchase of gold, if their 
owners hold them in the form of British currency; 
and in that case the stringency that is previously 
created by the issue of Treasury Bills persists. This- 
is what actually happened on more than one 
occasions, when owing to the budgetary crises in 
France, French funds were brought to London 
merely to convert them into sterling notes. There 
was an increase in note circulation, which was- 
accompanied by a decrease in the notes held in 
the Banking Department and also a reduction in 
bankers’ deposits. The increase in the note circulation 
was only partially offset by an addition to the 
gold held by the Issue Department. 

It follows, then, that in conducting its operations 
the Account has also to take into consideration the 
use to which the foreign funds are put. If they arc 
hoarded in the form of British currency, the Account 
must provide for the necessary expansion in the note 
circulation by selling an equivalent amount of gold 
to the Issue Department and purchase a portion of 
its Treasury Bills out of the proceeds. 

When, on the other hand, the foreign funds are- 
left on deposit with the joint stock banks, instead of 
being hoarded in the form of notes, the stringency is 
considerably relieved, but is not completely removed- 
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Ic has been remarked time and again by practical 
financiers and journals devoted to practical finance 
like the Economist and the Statist that the influx of 
foreign funds into the banking system causes a 
stringency. On the face of it, the statement appears 
highly paradoxical. Let us try to understand this 
phenomenon by the help of elementary economic 
principles. The banks come into possession of the 
cheques issued by the Account in exchange for gold 
and are thus able to restore their cash reserve with 
the Bank of England to the former level. On the 
basis of this cash reserve, the banks can create a 
volume of credit which is only as big as that 
which existed before the Account withdrew money by 
means of Treasury Bills. But out of this volume of 
credit, the money market has to carry the Treasury 
Bills which are still outstanding and which correspond 
to the gold held by the Account. The amount of 
money left in the market, therefore, for financing 
other bills is now smaller than what it was before the 
Treasury Bills were floated. To that extent there is 
a slight stringency. The banks will be approached 
for discounting Treasury Bills and as soon as they do 
it, their deposits will increase and their cash reserves 
being unchanged, their cash ratios will be strained. 
The banks will not allow this to happen, with the 
result that the stringency will persist. 

The appearance of this stringency, in spite of 
the restoration of bank deposits to their former 
level, is directly due to the fact that the foreign 
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deposits are held idle with the banks. If they are as- 
active as the deposits which they replace, the 
stringency will not occur. If. for example, they are 
utilised for purchasing commodities or shares, there 
will be no strain on the banks. The purchase of 
commodities or shares would in effect amount to an 
increase in trade balance. It would then appear 
that the velocity of bank deposits has increased: 
the same volume of deposits has served to 
purchase the Treasur y Bills and also to finance the 
normal volume of business transactions which it 
used to finance 1 efore the Treasury bills were 
floated. Thus, the supply of money has increased 
simultaneously with an increase in the demand for it 
and the rate of interest, therefore, remains 
unchanged. When, on the other hand, the deposits 
arc held idle, there is no increase in the velocity and 
therefore in the supply of money, while the demand 
for money has increased, because the discount houses 
in London have to carry a much larger valumc of 
bills than before. The result is a rise in the value of 
money, which is just another name for stringency. 
There is an alternative, perhaps a more modern, 
way of looking at the matter. The demand for 
money may be conceived as the demand for idle cash 
or deposits. This is what Mr. Keynes calls the 
“liquidity preference.” The liquidity preference,, 
normally, remains unchanged, so long as the total . 
income is unchanged. The mere issue of Treasury 
Bills, therefore, (when, presumably, there is no change 
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in the income of the community,) makes no difference 
to this liquidity preference. The demand for deposits 
remains unchanged. But the issue of Treasury bills 
involves a reduction in the supply of deposits and 
hence, there is a stringency and a rise in the rate of 
interest. When the proceeds of Treasury bills are 
used for the purchase of gold, the supply of deposits 
is restored to the former level, but in the meanwhile, 
there is an increase in the demand for deposits. The 
foreigners who come in possession of funds do not 
like to invest them in commodities or shares and 
thus, their demand for deposits competes with the 
community’s demand and there is a rise in the rate of 
interest. If, however, the foreign funds are invested 
in commodities or shares, there is no increase in the 
demand for deposits (except such as may occur due 
to a possible rise in income resulting from increased 
purchases of goods) and the supply of deposits 
having been restored to the former size, the rate of 
interest recedes back very nearly to its original level. 

It is hardly necessary here to remind ourselves 
that the banks create deposits by discounts and 
advances. If, therefore, they are asked to create 
additional deposits by increasing their discounts and 
advances at any given time,* it means that there is an 
increase in the demand for money in the sense tiat 
t he volume of transactions has increased and there is 

1. As» for example, happens when the banks are approached 

for discounting Treasury Bills in order to relieve the stringency 
resulting from an influx of foreign funds. 
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no compensatory increase in the velocity of 
circulation of existing deposits, or that the volume of 
transactions remaining unchanged, the supply of 
money has fallen due to a fall in the velocity of 
circulation of existing deposits, or what is just an 
alternative way of expressing the former of these two 
phenomena, the demand for money in the sense of a 
demand for liquid cash has increased due to a rise in 
the community’s income, the liquidity preference 
remaining unchanged or an increase in the liquidity 
preference itself. The influx of foreign money may be 
conceived as an addition to the community’s income 
which leads to a rise in the demand for deposits. 

The stringency can be avoided by enabling the 
banks to expand their credit by an amount equal to 
the amount of foreign deposits which are held idle 
with them. ^ On the assumption that the banks keep* 
a ratio of one to ten between their cash and deposit 
liabilities, they will be able to expand their 
deposit liabilities by the amount of foreign deposits, 
only if the Account sells to the Bank of 
England gold equal to at least one-tenth of the 
amount. It must be remembered that the reasoning, 
in the last few paragraphs is based on the assumption 
that the foreign funds are left on deposit with the 
banks. If they are hoarded in the form of British 
currency, the whole of the gold purchased by the 
Account must be transferred to the Bank of England, 
if there is to be no stringency in the money market. 


8 


1. This suggestion was originally made by the 
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Actually, the Account has sold gold from time 
to time to the Bank of England. If we view the 
operations of the Account over a fairly long period, 
it would appear that the Account has not attempted 
to offset the inflow of foreign funds completely. 
A part of the gold acquired by it as a result of this 
inflow has been allowed to expand the credit base of 
the country. 

It is worth noting that every sale of gold by the 
Account to the Bank of England involves a loss for 
the Account. Because, while the Account purchases 
gold at the current market price of, say 140 s. per 
fine ounce, the Bank buys it at its ofiicial buying 
price of 85s. per fine ounce. The losses resulting 
from these sales are debited to the Account, on the 
understanding that when the Bank’s stock will be 
revalued, the Account will be reimbursed for these 
losses out of the profits arising from the revaluation. 
In the meanwhile, every sale of gold from the 
Account to the Bank diminishes the borrowing 
capacity of the Account, because more and more of 
it is used up in these losses. ^ 

It may be convenient at this stage to take a 
hurried glance at the working of the Exchange Funds 
in other important countries, before we proceed to a 

1. However, in the last budget speech, Mr. Neville 
Chamberlain, the then Chancellor of the Exchequer, declared 
that the Account “still shows a profit.” Probably, he based 
bis calculations on the profit which is expected to arise in 
future from a revaluation of the gold reserve. 
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further study of the operations of the British 
Exchange Equalisation Account. 

The Stabilisation Fund of the United States was 
established soon after the passing of the Gold 
Reserve Act of January 31, 1934. The Fund was 
supplied with resources, amounting to $ 2,000 m. out 
of the profits arising from the revaluation of the 
gold reserve. 

In more than one respect the operations of this 
Fund stand in a remarkable contrast with those of 
the British Exchange Equalisation Account. In the 
first place, the gold purchased by the Stabilisation 
Fund is added to the monetary stock of the country 
which is announced from time to time, while in 
England, it was only recently that the practice of 
announcing the gold holdings of the Account was 
started. Secondly, till the 21st December 1936. 
the gold purchases of the American Fund led 
simultaneously to an increase in the cash reserves 
of the banks; while in England, such purchases 
were neutralised in their effect on the cash 
reserves, which were increased only gradually by 
deliberate action, and sometimes such purchases 
even caused a stringency in the money market. The 
monetary gold stock of the United States increased 
from $ 7,438 m. on February 7, 1934 to % 11,258 m. at 
the end of December 1936 i. c. by $ 3,820 m. During 
the same period the member bank balances with the- 
Reserve banks, increased from $ 2,736 m. to f 6,606 m.Le. 
by 3,870 m. The increase in the member bank 
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balances was more or less equal to the addition to 
the monetary stock of gold. Thus, the operations of 
the American Treasury were not at all directed 
towards preventing an influx of gold from expanding 
the credit base: their principal aim was only to 
prevent an appreciation of the dollar by selling 
dollars against gold. Perhaps, the American monetary 
authorities welcomed the creation of excess reserves 
in order to stimulate an expansion of credit. As 
«arly as the 5th January 1933, the Federal Reserve 
Board had declared that their policy would 
be to maintain a substantial amount of excess 
reserves. ^ 

In July 1936. when the excess reserves of the 
member banks reached the colossal figure of $ 3,029m. 
(which, if fully utilised, would have very nearly 
doubled the aggregate total of demand and time 
deposits of member banks on that date), the monetary 
authorities in the U. S. began to perceive the 
danger involved in the situation. They, however, chose 
for a time not to take any action to stop the 
creation of excess reserves altogether. They 
instead, reduced the volume of existing reserves by 
raising the reserve requirements of member banks by 
50 per cent on August 15, 1936. The Federal Reserve 
Board was authorised to revise the reserve 
requirements by the Banking Act of 1935, provided 
it did not raise them to more than double the 
ratio laid down in the Federal Reserve Act. This 

1. Federal Rmne Bidkiin^ January 1933, p. 2. 
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action was intended not merely to reduce the 
volume of excess reserves, but also to diminish the 
volume of additional credit that could be raised if 
the remaining excess reserves were utilised. The 
excess reserves were reduced from the level of 
$ 3,029 m. in July to $ 1,950 m. in August, but as the 
Treasury made no change in its method of financing 
the gold purchases, they went on increasing so that 
on the 30th November, 1936, they stood again at the 
menacing figure of $ 2,236 m. 

On the 21st December 1935, the American 
Treasury decided to follow the British method of 
neutralising the effect of gold purchases on member 
bank reserves. The Secretary of the Treasury 
announced, “the T reasury proposes to take appro priate 
action with respect to net additional acquisitions or 
releases of gold by the Treasury Department. This 
will be accomplished by the sale of additional public 
debt obligations, the proceeds of which v/ill be used 
for the purchase of gold, and by the purchase or 
redemption of outstanding obligations in the case of 
movements in the reverse direction.” In accordance 
with this policy, the Treasury has ignanced 
its purchases of gold since December 1936 by 
borrowing in the open market. In the following 
month, the Federal Reserve Board announced a 
further increase of 33J per cent in the reserve 
requirements of member banks: one half of it was 
to become effective on March 1, 1937 and the 
remaining half on May 1- As a result of this increase, 
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$ 1,500 m. of excess reserves were eliminated, leaving 
the member banks with only $ 500 m., which was 
considered to be a sufficient margin to finance further 
recovery and to maintain easy money conditions.^ 

In the beginning of the current year, the 
total volume of deposits in American banks 
and the Postal Savings system, plus currency outside 
the banks, amounted to a figure which was $ 2,000 m. 
larger than in the summer of 1929. According to 
the Federal Reserve Bulletin of February 1937, “ the 
present volume of deposits, if utilised at a rate of 
turnover compared with the pre-depression level, is 
sufficient to sustain a vastly greater rate of business 
activity than exists today.” If so, the credit situation 
in America is full of inflationary possibilities, and 
if the monetary authorities there insist on 
accumulating gold at the present rate, there is no 
choice left to them but to borrow on an ever 
increasing scale and on a rising money market in order 
to sterilise the inflow of gold, or to allow a limitless 
rise in cash reserves which may one day generate a 
credit boom, and thus ruin the little recovery that 
the cowntry has been able to obtain at a heavy cost 
after the collapse of 1933. 

It is interesting to observe another point of 
contrast between the credit situation in America and 
England. The one important reason why the excess 
reserves in America have still been incapable of 
generating an inflation, is that the velocity of 
1, Federal Jteserre B^dletm, January, 1937* pp. 2-6. 
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circulation of bank deposits is still very low in that 
country. While in England, the turnover of 
■deposits has kept pace with the rising tide of recovery, 
in America it is still at the low level reached at the 
bottom of the depression. i ■ The increase in deposits 
has not been accompanied by a corresponding increase 
in loans. The new deposits have been brought into 
existence entirely by the purchase of Government 
securities by the banks— securities which were created 
to finance the budgetary deficits. Thus, until recently, 
the Government helped to create additional reserves 
by its gold purchases, and the additional credit which 
the banks could raise on these reserves was also 
demanded by the Government to finance its 
budgetary deficit. * Both the supply and demand 
came from the same source. 

The Exchange Equalisation Fund of Belgium came 
into existence after the devaluation of the belga in 
March 1935. Like the American Stabilisation Fund, 
the resources required for the Belgian Fund also were 
found out of the profits arising from the revaluation of 
the gold reserve. Although the belga was actually 
devaluated to the extent of 28 per cent, still the gold 
stock was revalued on the basis of a devaluation of 25 
per cent, and out of the profits, 1,125 million belgian 
francs were set aside for the fund. The belga, 

1, Tlie Ecommid, 6-3-37, p. 530. 

2, As the Economic truly observes, in America, the banks 
finance Government and Government finances industry. It is 
«till peculiarly depression finance. 
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however, was free from serious disturbances after the 
devaluation and its value was maintained without 
any special intervention on the part of the fund. 
Due to repatriation of capital and an inflow of gold 
its value was fairly firm on the e.xchanges. The 
National Bank was always prepared to buy and sell 
gold at the gold points calculated on the basis of the 
new parity. For a whole year the exchanges w'ere 
found to be remarkably stable at the new level. The 
Government, therefore, decided on April 1, 1936 to 
make the devaluation of 28 per cent definitive and 
the gold stock was revalued on this basis. The 
Exchange Equalisation Fund was wound up audits 
assets as well as those realised by the revaluation of 
the gold stock on the basis of the new parity were 
taken over by the Treasury. The belga was not 
materially disturbed in its exchange value by the 
European currency developments in the autumn 
of 1935. 

The French Fond de Stabilisation ” was 
established by the monetary law of October 1, 1936. 
The profit on the revaluation of the gold 
reserve of the Bank of France amounted to 
17,000 million francs; of which 10,000 m. francs were 
assigned to the Fund, and 7,000 m. were used for 
repaying the advances taken by the Treasury from 
the Bank of France. For a few days after devaluation, 
the franc had a tendency to appreciate as a result of 
a repatriation of capital and a return of gold. Being, 
unduly optimistic about the future of the franc,- 
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thcrcforei the French fund transferred 7 milliards to 
the Bank of France in October. The strength of the 
franc, however, proved to be short-lived and in 
November the currency began to decline due to 
■speculative selling. The policy of the French fund 
from December onwards to keep the franc rigidly 
pegged at 105.15 was one of the factors that 
encouraged speculation during the period. The Fund 
had to part with large amounts of gold and foreign 
exchange for supporting the franc. When the 
London credit which was contracted in February 
1936 fell due for repayment, the fund was found to be 
denuded of its gold and foreign exchange resources 
and the Bank of France had to retransfer 4 milliards 
of gold to it. Another 3 milliards were transferred 
in January 1937, to enable the Fund to combat the 
continued pressure on the franc. The French 
Government also concluded a credit of £ 40 m. with 
a syndicate of London banks in the same month. 

In March, the French Fund abandoned the 
practice of rigidly fixing the exchange rate, and 
allowed the franc to move within a wide range. The 
sterling-franc rate immediately fell to 107. On March 8, 
a Committee of four neutral experts was appointed 
to take charge of the Stabilisation Fund. 

There is one important difference between 
the method of operation of the French Fund and 
that of the British Fund. While the latter is always 
able to finance its purchases of gold by means of 
Treasury Bills, the former has had to rely mostly on 
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advances from the Bank of France. Due to the 
recurring budgetary deficits, the floating debt of the 
French Government has already reached an enormous 
figure and the banks have already invested in it 
probably the maximum proportion of their resources 
that they consider it safe to invest in this type of 
security. The scope for any further increase in the 
floating debt is, therefore, distinctly limited and the 
French Fund has necessarily to finance its purchases 
of gold by taking advances from the Bank of France. 
The point, perhaps, is only of an academic interest at 
present. If the French Fund had been continuously 
receiving gold like the British Fund, then perhaps it 
was an advantage to be able to pay for the purchases 
of gold by floating Treasury bills rather than by 
borrowing from the central bank and thus prevent 
an unwanted e.xpansion of credit. But the French 
Fund received gold only in two short intervals since 
devaluation— in October 1936 and March 1937. For 
the rest of the period it has been losing gold. It has 
not had an opportunity so far of accumulating a 
sufficient gold reserve of its own to meet withdrawals. 
No technique of exchange management would avail 
under these circumstances to keep the exchange rate 
stable and still to keep the money market free 
from stringency in face of persistent withdrawals. 

In the autumn of 1936 two more Exchange 
Funds came into existence, one in Switzerland and the 
other in the Netherlands. Although the Swiss franc 
was devaluated to the extent of 30 per cent, the gold 
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Stock was revalued on the basis of a devaluation of 
24.944 per cent and the surplus resulting from the 
revaluation was transferred to a special gold 
settlement account, under the Federal Council’s 
instructions to the National Bank on September, 27 
1936. The gold reserve amounted to 1,537 m. Sv;iss 
francs on the 26th September and its revaluation 
yielded a surplus of 538 million Swiss francs. Unlike 
the French Fund, both the National Bank of 
Switzerland and the Exchange Fund, were prepared 
to buy gold at the market price, as a result of which a 
■considerable amount of gold came out of hoards. 
The gold purchases of the National Bank and the 
Exchange Fund brought about an abundance of 
funds in the money market. As regards the Exchange 
Equalisation Fund of the Netherlands, it closely 
follows the example of the British Fund in its method 
of operation. The gold stock of the Netherlands Bank 
like that of the Bank of England, is still valued at the 
old rate and hence the resources required by the Fund 
had to be provided by the Government. The gold 
purchased by the Fund is held outside the banking 
system and a part of it is sold to the Netherlands 
Bank as and when necessary. In last December, 
gold worth about 150 million guilders was sold by 
the Fund to the Bank. The Fund has maintained 
the guilder at a rate of depreciation equal to 20 
per cent, and purchases all gold and foreign currency 
offered at that price. Except for a short while after 
the devaluation of the guilder, the Fund has 
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experienced little difficulty in maintaining the 
exchange rate. 

In the summer of 1935 an Exchange Fund was 
instituted in the Dominion of Canada. There was 
no official devaluation of the Canadian dollar, but 
the gold stock of the country was revalued at the 
current market price of gold, namely, $ 35 per fine 
ounce and the increment resulting from the 
revaluation, $ 63 millions, was assigned to the 
Exchange Fund. The Fund bought Dominion bonds 
from the Bank of Canada and it also holds short-term 
Treasury Bills and funds on deposit at the Bank. 
Any profits or losses arising in future on the gold 
stock of the Bank from a change in the price of gold 
are to be credited or debited to the account of 
the Fund. 

Thus, the technique of exchange equalisation has 
taken different shapes in different countries to suit 
their individual needs and circumstances. It is still 
in an experimental stage and its operation, especially 
in its relation to the internal credit situation, is so 
far only imperfectly understood. In the next 
Section, we will try to get a fuller appreciation of 
the working of the British Account, which is 
perhaps the most successful of all these experiments 
from the point of view of credit management- 
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B etween December 31. 1931 and March 31, 
1937, the gold stock of the Bank of England 
increased by £ 193 millions; of this amount, nearly 
£ 188 m. has been acquired in three or four sporadic 
waves of accumulation: £ 18.6 m. between March and 
September 1932, £ 69.6 m. between January and June 
1933, ( against this, we have to set £ 19.6 m. paid in 
December 1932 to the U.S. ), £ 6.5 m. between 
September to December 1935 and £ 113.1 m. between 
March 1936 to March 1937. Of the last amount, 
£48.1 m. was acquired in six months between March 
to September 1936, and £ 65 m. was added on a 
single day, December 15, 1936 ! From June 1933 to 
September 1936, i. e. over a long period of nearly two 
and a quarter years, the Bank of England increased 
its gold stock by less than five millions. This highly 
sporadic nature of the gold acquisition process of the 
Bank of England stands in a remarkable contrast 
with the more or less continuous increase in the 
central reserves of the banking system in the United 
States. The contrast is due as much to the difference 
of methods as to the divergence of aims. While in 
England the newly purchased gold was held outside 
the monetary system, in America, although the new 
gold was held in the Treasury, the Federal Reserve 
banks got a credit for it in their gold certificate 
account and thus there was an increase in their 
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reserves. It was a part of the deliberate policy of 
the Federal Reserve system to encourage the growth 
of reserves, while in England, the course of monetary 
expansion was controlled to a much larger extent. 

Another interesting fact to be noted about the 
working of the British monetary system in the last 
six years is that on more than one occasion, the 
increase in the gold stock was accompanied by an 
increase in the note circulation, or an increase in the 
gold cover of the note issue and thus a credit 
expansion was restricted. Since the operations of 
the Account are kept extremely secret, it is difficult 
to say whether the transfer of gold to the Bank was 
arranged to provide for the expansion in circulation 
or it was only a matter of coincidence. A mere sale 
of gold from the Account to the Bank does not 
guarantee credit expansion, unless it is known that 
the Bank does not offset it by applying for a 
reduction in the fiduciary issue or by selling securities 
held in the Banking Department. An analysis of the 
Bank of England’s returns shows that even if the 
Bank does not take any such step, an increase in the 
note circulation may operate to restrict the credit 
•expansion. An increase in the demand for currency 
maybe due to an increase in hoarding or to an 
increase in cash payments caused by an improvement 
in business activity. It first affects the tills of the 
joint stock banks which consequently draw upon 
their reserves with the Bank of England. In this way 
the reserves of the joint stock banks are reduced and 
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LONDON CLEARING BANKS 
(Figures in millions of pounds for 10 Banks ) 


Date 

Cash 

Bills 

discounted 

Securities 

Loans 

Total 

Deposits 

1931 

March 

184 

240 

311 

939 

1.764 

June 

187 

266 

288 

926 

1,782 

September 

174 

237 

304 

915 

1,712 

November 

173 

241 

300 

904 

1,706 

December 

1932 

184 

246 

297 

905 

1,737 

March 

174 

217 

282 

906 

1,676 

June 

191 

278 

340 

856 

1,764 

September 

193 

392 

383 

806 

1.865 

November 

193 

381 

425 

789 

1.898 

December 

207 

408 

472 

778 

1.983 

1933 

March 

207 

348 

510 

769 

1.925 

June 

213 

352 

544 

779 

1.978 

September 

215 

355 

563 

753 

1,958 

November 

216 

317 

569 

741 

1,928 

December 

213 

311 

565 

740 

1,941 

1934 

March 

219 

202 

547 

757 

1,831 

June 

199 

228 

549 

761 

1,870 

September 

207 

213 

563 

757 

1.858 

November 

210 

233 

589 

759 

1.911 

December 

216 

255 

594 

759 

a222 

1935 

March 

214 

207 

614 

771 

1,923 

June 

217 

244 

624 

780 

2,004 

September 

208 

299 

619 

766 

2.024 

November 

214 

293 

621 

778 

2,0-50 

December 

221 

322 

635 

784 

2.091 
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LONDON CLEARING BANKS 
(Figures in millions of pounds for 10 Banks) 
( Contd.) 


Date 

Cash Bills ! 

discounted 

Securities 

Loans 

Total 

Deposits 

1936 






March 

210 

249 

605 

829 

2,038 

June 

218 

322 

612 

852 

2,155 

September 

222 

336 

620 

854 

2,180 

Noven^ber 

225 

322 

626 

868 

2,210 

Deceir-ber 

235 

316 

630 

864 

2,238 

1936 (11 Clearing Banks) 




March 

217 

252 

635 

854 

2,108 

June 

225 

329 

642 

873 

2,229 

September 

229 

344 

643 

882 

2,257 

November 

233 

329 

656 

895 

2,287 

December 

244 

322 

660 

890 

2,315 

1937 (11 Clearing Banks) 




March 

226 

248 

667 

939 

2,244 

June 

241 

259 

654 

963 

2,293 
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the volume of credit based upon these reserves 
suffers a severe restriction. If the Account, under 
these circumstances, sells gold to the Bank, the 
situation is corrected. The Account sells gold to 
the Issue Department and receives notes in exchange 
for it which are deposited for credit of public 
deposits with the Banking Department. There is 
simultaneously an increase in public deposits on 
the liabilities side of the Banking Department and an 
increase in the reserve of notes on the assets side. The 
increase in public deposits is afterwards transferred 
to bankers’ deposits and the stringency in the money 
market is relieved. 

Here again the British monetary system offers an 
interesting point of contrast with the American 
monetary system. The increase in the demand for 
currency during the same period in America was 
mainly satisfied by an increase in silver certificates 
and in silver coin, leaving the additions to the gold 
stock free to exercise their full effect on the banking 
reserves. From February 1934 to the 31st December 
1936 the gold stock of the U.S. increased from 
§ 7, 438 m. to $ 11,258 m., the reserve balances of the 
member banks from § 2,799 m. to 6,665 m. and the 
money in circulation from $ 5,354 m. to 6,543 m. 
While the increase in the reserve balances (viz. 
$ 3,866 m. ) was almost equal to the increase in the 
gold stock (viz. S 3,820 m.), the increase in the 
monetary circulation was only $ 1,189 of wliich 
9 658 m. was represented by an expansion in the 
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circulation of silver certificates. Thus, the effect of 
additions to the gold stock on the member bank 
reserves was in no way neutralised by changes in the 
monetary circulation. 

In England, on the other hand, there are several 
hitches between a purchase of gold by the Exchange 
Equalisation Account and an expansion in the credit 
base of the country, In the first place, the new gold 
may simply be hoarded in the Account, the money 
requited for its purchase being found by borrowing. 
Secondly, even when a part of it is sold to the Bank 
of England, the latter pays for it its official price of 
85s. per oz. which is only 60 per cent of its market 
price. Thirdly, the Bank may pay for the gold it 
purchases by selling securities in the Issue Department 
and not by issuing new notes. Fourthly, even when 
new notes are issued, the Bank of England can offset 
their effect by reducing its other assets such as its 
discounts and advances or securities in the Banking 
Department. In that case, there will be no rise 
either in bankers* deposits with the Bank of 
England or the total cash reserves of the banks. 
Fifthly, although the Bank of England makes no such 
compensatory move, there is no guarantee that 
bankers’ deposits will show an increase, because there 
is a time-lag between the transfer of money to 
public deposits and its retransfer to bankers’ deposits 
and secondly, because there may simultaneously be 
an increase in the note circulation. To what extent 
the increase in the note circulation will serve to 
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expand the credit base, depends on how much of it 
actually finds its way into the vaults of the joint 
stock banks. 

We will, therefore, tackle the problem in two 
parts; first by examining the effect of gold purchases 
on bankers’ deposits, and secondly, by examining their 
effect on the total cash reserves of the banks and the 
total bank deposits. Briefly speaking, between 
31st December 1931 and 31st March 1937 the gold held 
in the Issue Department increased by £ 193 m. Out of 
this, £ 75 m. was absorbed by reducing the fiduciary 
issue, so that no expansion of currency or credit took 
place as a result of the transfer. The remaining 
£118 m. increased the total note issue by an 
equivalent amount (from £ 395 m. to £ 513 m. ), but 
there was no increase in bankers’ deposits between 
the two dates, because among other changes, 
the effect of the increase in the note issue was mainly 
offset by an increase of £ 109 m. in the note 
circulation. No doubt the whole of this addition to 
the note circulation cannot remain outside the 
banking system; some portion of it must have found 
its way into the cash reserves of the joint stock 
banks and become the basis of additional credit, 
although the proportion cannot be the same from 
time to time. It is believed ^ that about 20 per cent 
of an increase in the note circulation normally finds 
its way into the tills of the joint stock banks. We 

1. TIui Ecommst { dated 6-6-36, p.555 ) has mentioned this 
fact in a different connection. 
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will revert to this point later, but in the meanwhile 
we can safely conclude that in England the nev/ money 
which is created by gold purchase transactions has to 
percolate through many sieves and the proportion 
of it v,'hich finally goes to strengthen the credit base 
of the country is very small, indeed. 

Let us take the above mentioned periods of gold 
acquisition by the Bank of England one by one and 
consider first how the gold purchases of the Bank 
have affected bankers’ deposits. ^ From March 30 
to September 23, 1932, the Bank added £ 18.6 ra. 
to its gold stock. During the same period, the 
note circulation decreased from £ 360.5 m. to 
£ 359.3 ni. i.e. by £ 709,009. The securities in the 
Banking Department increased by £ 1.2 m. and 
public deposits decreased by £ 3.8 ra. As a 
combined result of all these factors, bankers’ deposits 
increased by £ 26 m. and the notes in the hanking 
Department increased by a little more than the 
addition to the total note issue, i.e. by £19.3 m. So 
far as this period is concerned, we can rightly say that 
the gold purchase operations of the Exchange 
Equalisation account and the simultaneous purchase 
of gold by the Bank of England did really expand 
the credit base of the country. In fact, the expansion 
was deliberately brought about by the authorities 
in order to facilitate the Conversion operations. 

In the following period, from January to June 
1933, the gold holdings of the Bank of England 


1. See Table on pages 127-28 
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increased by £ 69.6 m.i but about 60 per cent of it, 
(i.e. £ 48 m.) was offset by a reduction of £ 32 9 m. in 
the security holdings of the Banking Department and 
by a reduction of £ 15 m. in the fiduciary issue ( i.e. 
in the security holdings of the Issue Department ) 
which took effect on April 1, 1933. There was also 
an increase in the note circulation to the extenc of 
£ 4 m. and in public deposits to the extent of £5 m. 
Bankers’ deposits increased only by £ 3 m. An 
addition of nearly £ 70 m. worth of gold in a short 
period of six months was, indeed, an important 
change and we must remember that it was the 
biggest addition to the gold reserve of the Bank of 
England that took place in the entire period from 
December 1931 to March 1936 : still it was absorbed 
in the monetary system in such a way as not to 
permit more than a reasonable increase in 
bankers’ deposits. 

The next increase in the gold reserve was of a 
small magnitude, of £ 6.5. m. ; it took place between 
September and December 1935. This was a period 
when both France and the Netherlands were afflicted 
by an acute internal crisis and there was a large scale 
hoarding of notes by foreigners. The note circulation 
jumped from £ 398.2 m. to £ 424.5 m. i.e. by £ 26.3 m. 
There was a slight decrease in security holdings and 
the only compensatory change was a decrease of 
£ 7.4 m. in public deposits. Under these 
circumstances, the transfer of only £ 6.5 m. of gold 
from the Account to the Bank proved to be 
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extremely inadequate and bankers’ deposits fell 
by £ 15 m. Probably the Bank expected the 
expansion in the note circulation to be short-lived, 
being caused partly by seasonal factors and partly by 
abnormal events abroad and did not consider it 
necessary to offset it completely by a sufficient 
addition to its gold stock. In the next month, 
January 1936, the note circulation fell by £ 18 m. 

The period, March 1936 to March 1937, was 
a period of rapid ’acquisition of gold| by the Bank of 
England. The Bank increased its holdings by more than 
£ 113 ra. during this period. Even this huge quantity 
of gold was absorbed into the system without an 
undue expansion of credit. As said above, the Bank 
acquired £ 48 m. over six months, from March to 
September, and £ 65 m. on a single day, 15th 
December 1936. The purchase of £ 48 m. was 
necessitated by the steep rise of £ 43 ra. in 
the note circulation from March to September. 
There was a small rise of £ 3.7 m. in the security 
holdings, and £ 3.6 m. in discounts and advances. But 
at the same time public deposits increased by £ 32 m., 
thus reaching the record level of nearly £ 50 m., since 
October 1931. Asa combined effect of these changes, 
bankers’ deposits fell by £ 23 m. After the period 
January to June 1933, during which the gold stock of 
the Bank showed a rise of £ 69.6 m., the increase of 
£ 48 m. in March to September 1936 was the next 
big increase, and like its predecessor, this was also 
drawn into the monetary system in such a way that 
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the credit base of the country remained within the 
desired limits. 

The purchase of £ 65 m. of gold on the 15th 
December 1936 was intended more for relieving the 
Exchange Equalisation Account whose sterling 
resources were being rapidly exhausted owing to a 
persistent inflow of gold, than for any material 
expansion of credit. It was accordingly accompanied 
by a reduction in the fiduciary issue to the extent of 
£ 60 m., allowing a net addition of only £ 5 millions to 
the note issue. There were, however, other changes 
in the Bank of England’s operations which were 
tending to bring about an expansion of the credit base. 
The security holdings in the Banking Department 
were up by £ 55.6 m., reaching the figure of 155.6 m. 
which was the highest reached since October 1931, 
the discounts and advances by £ 10.7 m., and public 
deposits had dropped down by £ 37.6 m., from their 
peak level in the previous September. These 
changes, combined with the increase of £ 5 m. in the 
note issue involved in the gold purchase were 
sufficient to counteract the restrictive effect of an 
expansion of £ 18 m. in the' note circulation and 
bankers’ deposits improved by £ 90 m. from the rock 
bottom level of £ 60 m. to which they had dropped 
in the previous autumn. It must be emphasised 
here, however, that the recovery in bankers’ 
deposits was not due to the gold purchase, . except 
to the small extent of £ 5 m., but mainly to changes 
in items other than the gold holdings of the Bank. 
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Bankers’ deposits did not remain at the high 
figure for a long time. In March 1937. all the items 
which had changed favourably in December 1935 took 
an adverse turn, although the gold holdings were 
constant. The security holdings were reduced, 
discounts and advances came down, the note 
circulation increased further and public deposits 
exceeded the high water mark reached in September 
1935: with the result that bankers’ deposits 
relapsed again to £ 62. 3 m. 

It will be observed that the Bank of England 
has been helped by two important factors in 
minimising the effects of its gold absorption on the 
credit situation ; one is the elasticity of the fiduciary 
issue and the other is the constant growth of the 
note circulation. Had it not been for these two 
factors, there would have been an inordinate 
expansion in the supply of credit. If the British 
authorities had followed the American practice, the 
whole of the increase of £ 193 millions in the gold stock 
of the Bank would have been reflected in the bankers’ 
reserves thereby allowing an expansion of something 
like £ 1930 millions in the total bank deposits. It will 
be remembered that the note issue has increased by 
only £ 118 millions and the note circulation by £ 109 
millions. Could it be that the whole of this increase 
in the note circulation has gone into the cash 
reserves of banks? By no means; because in that case 
the total bank deposits would have risen by £ 1090 
millions and that also would have been a dangerous 
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State of inflation ! Actually, between December 1931 
and September 1936, the total cash reserves of London 
clearing banks increased by £ 38 millions and their 
deposit liabilities by £443 millions. Between September 
and December 1936, both the cash reserves and the 
deposits increased further by £ 14 m. and £ 53 ra. 
respectively, but the increase was only temporary 
and both were again reduced between December 
1935 and March 1937 to a much lov/er level. 
Over the whole period, the total bank reserves have 
increased by about £42 m. and the total bank deposits 
by £ 500 ra., which is certainly a very moderate and 
necessary increase. The increase in bank reserves 
represents only 22 per cent of the total value of gold 
purchased by the Bank of England at the official 
price during the period. The percentage would 
obviously be much smaller if we consider the total 
value of gold purchased by the Exchange 
Equalisation Account at the market price. 

If we examine the returns of the English clearing 
banks for the period, we will find how carefully the 
process of credit expansion in England was controlled 
by the monetary authorities there.Duiing the first stage 
in the gold acquisition process of the Bank of England 
(f romMarch to September 1932) when the Bank wanted 
a plethora of funds in the money market, the total 
clearing bank reserves as well as bankers’ deposits 
fully reflected the effect of its gold purchases. 
During the second stage, however, from January 
to June 1933 when the Bank of England purchased as 
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much as £ 70 m. worth of goldi bankers’ deposits 
increased by only £ 3 m., the total clearing bank 
reserves by £ 6 m. and the total deposits only by 
a small amount. From June 1933 to March 1936, 
when the Bank’s acquisition of gold was proceeding 
at a very slow rate, the bank reserves were being 
gradually strengthened and the bank deposits were 
rising by slow degrees. The really rapid and 
substantial increase in bank reserves and deposits 
took place between March and December 1936, when 
the industrial recovery in England gathered its real 
momentum. But even during this period, the increa.se 
in bank reserves ( £ 26 m. ) was not more than 23 
per cent of the total amount of gold purchased by the 
Bank (£ 113 m.) or 50 per cent of the increase in the 
note issue ( £ 53 m. ). The new device of Exchange 
Equalisation Account has thus worked wonderfully 
well in helping the monetary authorities in England 
in the management of the internal ctedit situation. 

From the statistics now available, it seems that 
the London gold market is entirely dominated by the 
operations of the Exchange Equalisation Account. 
Since the beginning of 1932 to the 31st March 1937, the 
Bank of England purchased gold worth £193m. i. c. 

45.411.000 oz. ( converted at the ofiScial price ). To 
this, we may add 26.674,000 oz. of gold that the 
Account held on March 31, 1937 in order to find the 
aggregate amount purchased by the British monetary 
authorities during the entire period. The total, 

72.085.000 oz., amounts to 68 per cent of the net 
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import of gold into England, 105.620,000 oz., from the 
beginning of 1932 to March 31, 1937. From this we 
cap get an idea of the extent to which the London 
gold market is dominated by the Account and also 
what serious repercussions any change in the policy 
of the Account may produce in that market. ^ 

It has never been the policy of the Account to 
counteract strong and persistent tendencies either 
towards appreciation or depreciation. Such 
tendencies are only moderated in their effect, so that 
the resulting rise or fall in sterling is more gradual 
than it would otherwise be. It is obvious that if 
the Account had followed a policy of keeping 
sterling rigidly fixed at one level, say for example in 
the period from April 1935 to September 1936, when 
there was a heavy flow of funds towards London, 
the Account would have been able to amass a much 
bigger stock of gold. The main reason why the flow of 
gold has been persistently in the direction of New York 
since 1934 is to be found in the fact that the policy 
of the American Treasury in this respect is just the 
reverse of that of the British Account. Ever since the 
31st January 1934, the value of the dollar in terms of 
gold has been rigidly fixed in face of a strong move- 
ment of foreign capital towards the United States. 

1. Since March 1937 the Bank of England has further 
increased its gold stock. In May last, for example, when the 
note circulation had reached a record figure, the Bank had to 
purchase gold from the Exchange Equalisation Account in order 
to provide for an addition to the note issue. 
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Let us, finally, briefly survey the trend of the 
sterling-dollar exchange since September 1931. On 
the suspension of the gold standard in that month^ 
sterling came down from its par level of S 4.86 to 
$ 3.80 and fell further to $ 3.37 in December. The 
British monetary authorities had no means to prevent 
the dcpreciadon of sterling at that time. During the 
first half of 1932, however, sterling gradually reco- 
vered to ? 3.67 but after June, there was a setback 
due to various reasons wliich have been already 
explained elsewhere, and it came down to the low 
level of § 3 27 in December. The Account probably 
had to lose most of the gold it had acquired since its 
inception. Soon after December 1932, the tide 
turned, ar.d throughout the year 1933, sterling was 
consistently strong, rising from S 3.35 in January to 
8 5.11 in December. The Account must have gained 
a considerable amount of gold during this year. 
1934 was a year of relapse. Except for short intervals, 
the trend of sterling was mostly downward and it 
continued to be so till March 1935 when it was 
quoted at .$ 4.77 as co.mparcd to .5.11 in December 
1933. From April 1935 to September 1935, i. e. from 
the Belgian to the French devaluation, sterling again 
became the favoured currency, its value rising from 
the low level of 4.77 in March 1935 to 5.03 in 
September 1936. The Account had another big 
opportunity of acquiring gold. After September, 1936 
there was a slight recession due to the repatriation 
of Continental funds, but lately, London has again 
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begun to attract funds and the Account has to buy 
gold to prevent an undue appreciation of sterling. 
It . would appear, therefore, that before 1937, the 
Account had only two really good opportunities of 
acquiring gold— one in the year 1933 and the other 
during the period between the Belgian and the 
French devaluations. 

The operations of the Account in offsetting the 
capital movements of 1932 and 1933 and thus 
manipulating the external value of sterling have given 
rise to certain criticisms and it may be interesting to 
know the essential points involved in them. Mr. 
N. F. Flail’s analysis ^ of the relevant facts and 
figures is extrenrely helpful for the purpose. In 1932 
the authorities had planned to effect the conversion 
of the 5 per cent War Loan to a 3^ per cent basis 
and had accordingly decided to encourage low m.oney 
rates in London. The money rates had already 
fallen, but apart from the open market operations 
of the Bank of England, one important factor in the 
fall in the money rates was the accumulation of 
foreign balances in London. The British monetary 
authorities were faced with a very difficult problem. 
While, on the one hand, they had to avoid any 
action that would have scared away the foreign 
balances, they had on the other hand to take the 
utmost care to prevent any further rise in sterling 
such as would have resulted from an uncontrolled 
influx of funds. Such rise in sterling as had taken 

1. N. F. Hall ; The Exchange Equalisation Account pp. 34-83. 
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place was already causing anxiety, because by May 
1932 the British "gold” prices of primary products 
had come very near the level of the American prices. 
At the same time the discount on forward dollars 
was rising, so that the net gain that could be derived 
by transferring money to London and covering it by 
purchasing forward dollars was increasing. Thus, 
there was a real inducement for foreign balances to 
accumulate in London, thereby leading to a rise 
in sterling* while at the same time, the narrowing 
“spread” between the British gold and American 
prices indicated that any further rise in sterling 
would mean overvaluation. The low quotation for 
the forward rate of sterling showed that a good deal 
of the foreign balances in London were not covered 
by forward sales. The situation, therefore, was very 
delicate. There was a prospect of violent movements 
in sterling. Over this situation supervened the 
conversion operation. The War Loan was to be 
converted in December, 1932 so that in September, it 
became equivalent to a three months’ sterling bill 
bearing interest at 5 per cent, which was a very 
attractive form of investment for foreign balances. 
Steps had to be taken to prevent the sales of this 
loan to foreigners, because such sales would have 
led to a steep rise in sterling in September 
followed by an equally precipitate fall in December. 
Hence a bonus was offered to those who would give 
notice of their intention to convert before the 31st 
July 1932. This bonus was of great help to the Account 
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in its efforts to minimise exchange disturbances. 
The Account succeeded in moderating the rise in 
sterling. It acquired considerable gold and sold it 
to the Bank of England, thereby helping it in its 
appointed task of promoting easy money conditions. 
In June and July the pound began to fall and to the 
great satisfaction of the British authorities, the spread 
between the British gold and American prices again 
widened and the discount on the forward dollar 
disappeared. The pound was steady in August, 
September and October 1932, at a rate of depreciation 
equal to 70 per cent of the former parity, probably 
because the authorities believed this to be the 
equilibrium rate. In the latter part of October, 
however, sterling broke sharply, due mainly to 
the uncertainty about the war debt question. 
The Account had no means to prevent the fall at 
that time. It had sold its gold to the Bank of 
England and a repurchase of it would have led to a 
reversal of the cheap money policy. The foreign 
currency acquired earlier in the year had been used 
for paying the Paris and New York credits incurred 
in August 1931. Mr. Hall remarks that had the 
Account aimed at a lower rate in July, August and 
September, probably it would have been able to 
acquire a sufficient ammunition to prevent the fall in 
sterling which occurred in October and November. 

It is clear from the above analysis that there 
was ample justification for the Account to moderate 

the rise in sterling in the summer of 1932, while it was 
10 



146 


THE GOLD PROBLEM 


beyond its power to prevent its fall in October of 
that year. It certainly does not appear to have been 
the object of the Account ( at least in 1932 ) to keep 
down the value of sterling so as to increase the 
competitive power of British industry. 

The American crisis of 1933 gave the Account a 
splendid opportunity of acquiring gold, which 
it fully utilised by controlling the rise in the 
value of sterling. Towards the end of 1932, 
the gold resources of London had been severely 
reduced and it was clearly essential for the 
monetary stability of the entire sterling area as 
well as of Great Britain that London should 
possess sufficient liquid resources to prevent a 
fall in sterling, such as had occurred in 1932. A rise 
in sterling at that time, moreover, would have had a 
deflationary effect on British prices. There was a 
strong flow of funds towards London, so much so 
that in addition to an acquisition of £ 70 m. by the 
Bank of England, London was also able to arrange a 
credit of £ 40 m. for France. These operations of the 
Account have been criticised on the ground that the 
Account could have acquired very nearly all the gold 
it wanted, even if it had aimed at a little higher level 
for the pound. Such a policy would have been helpful 
to the gold standard countries, although the troubles 
in America were too serious to be relieved by any 
such palliative. So long as the dollar was on gold, 
it had a great influence on the gold currencies; so 
that the operations of the Account in supporting the 
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dollar indirectly led to an overvaluation of the gold 
currencies and a further fall in gold prices. There 
was a great increase in hoarding in the next few 
moiiths which hindered the acquisition of new gold 
by central banks and this development also could 
have been prevented to some extent if the British 
policy had been more liberal. It must, however, be 
said on behalf of the Account that although the losses 
of gold by the Continental countries in 1933 were 
aggravated by the purchases made by the Account, 
their central banks were still left with much higher 
reserves in December 1933 than they had in March 
1931. The operations of the Account, therefore, led 
to a desirable shift in the distribution of gold. ^ 


1 Hall, Op. dt. p. 68, 



THE STERLING-DOLLAR EXCHANGE 
(Dollars per hundred pounds) 


1931 Dec. 

337.37 

1934 Jan. 

504.93 

1936 Jan. 

496.27 

1932 Jan. 

343.12 

Feb. 

503.26 

Feb. 

500.05 

Feb. 

345.63 

March 

509.39 

March 

497.07 

March 

363.93 

April 

515,34 

April 

494.27 

April 

374.99 

May 

510.63 

May 

496.97 

May 

367.51 

June 

504.84 

June 

501.92 

June 

364.66 

July 

504.07 

July 

502.25 

July 

354.96 

Aug. 

506.51 

Aug. 

502.59 

Aug. 

347.57 

Sept. 

499.41 

Sept. 

503.63 

Sept. 

347.11 

Oct. 

494.09 

Oct. 

489.84 

Oct. 

339.62 

Nov. 

498.90 

Nov. 

488.80 

Nov, 

327.53 

Dec. 

494.58 

Dec. 

490.78 

Dec. 

327.79 

1935 Jan. 

489.24 

1937 Jan. 

490.75 

1933 Jan. 

336.14 

Feb. 

487.35 

Feb. 

489.39 

Feb. 

342.21 

March 

477.62 

March 

488.51 

March 

343.28 

April 

483.68 

April 

494.1 

April 

357.93 

May 

488,77 

May 

493.8 

May 

393.24 

June 

493.49 

June 

494.5 

June 

413.56 

July 

495.76 

July 

497.2 

July 

464.99 

Aug. 

426,99 

Aug. 

498*9 

Aug. 

450,27 

Sept. 

493.06 



Sept. 

466.47 

Oct. 

490.78 



Oct. 

466.83 

Nov. 

492.49 



Nov. 

514.97 

Dec. 

492.83 



Dec. 

511.59 







THE STERLING-FRANC EXCHANGE 
(Francs to a pound) 


January 

1927 

122.68 

,» 

1928 

124.00 

(1 

1929 

124.10} 


1930 

123.91 


1931 

123 . 661 V 

„ 

1932 

86.37} 


1933 

85.50 


1934 

83.00 


1935 

74.68J 

„ 

1936 

74.62} 

September 

It 

76.591 

October 

tt 

105.15} 

March 

1937 

106.35 

June 

tt 

110.50 

July 

tf 

128.81 

August 

„ 

132.92 


1. The following broad stages may be noted in the 
appreciation of the franc in terms of sterling : (1) 1932*34, w^hen 
the sterling-franc rate fluctuated round a mean level of 83 
or 84 as compared to the par value of 124.21 . (2) from March 
1935 to September 1936, when the mean level dropped down to 
74 or 75 as compared to 84 of the previous period. Since the 
franc was on gold up to September 1936. these were also the main 
stages in the rise in the price of gold in terms of sterling. There 
were, similarly, three stages in the depreciation of the franc 
which ensued after devaluation. (1) From October 1936 to 
February 1937, when the franc was more or less rigidly held at 
the level of 105.15}, (2) From March to June 1937, wdien the 
franc was allowed to sag to 1 10. (3) The second devaluation 
of the franc in June to the level of 129. 



CHAPTER V 

THE FUTURE OF GOLD 

T IKE King Midas, the world which was grumbling 
of a shortage of gold just a few years ago 
is now suffering from a surfeit of it. We have a 
prospect of an output of more than 40 million 
ounces in the next few years as compared with a bare 
19.6 million of 1929: and besides, there is an export 
of 3 to 4 millions a year from India to be reckoned 
at least for some time. The problem before the 
world is how to absorb this flood of gold at its 
current market price, without bringing about a 
dangerous state of inflation. The industrial 
consumption has already come down from 3.5 million 
ounces in 1929 to nearly 1.7 million ounces today. 
The demand for gold for hoarding purposes is also 
on the wane. A rapid process of dishoarding of gold 
has begun and it is believed that a good deal of the 
gold which was offered in London in April and June 
last had come out of the private hoards which were 
transferred there during the last few years. The 
amount of privately hoarded gold which was estimated 
at 7,000 million Swiss francs or $ 2,273 millions 
( at the new parity ) at the end of 1934 is now put at 
$ 1,000 millions. As conditions improve and the 
attractions of industrial investment increase, the 
tendency to hold money in a liquid form will 
gradually disappear and thus the one important factor 
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which has helped to sustain the demand for gold 
during the years of the trade depression will have 
been removed. As regards the monetary demand 
for gold, while some countries like England, U. S. 
and France have a stock of gold which is far in 
excess of their present or prospective needs* 
other countries like Germany are suffering from an 
acute shortage of it. Taken in the aggregate, 
however, the world’s monetary gold stock is probably 
in excess of demand. Although the comparison is 
not quite scientific, it may be stated for what it is 
worth that while according to the forecast of the 
Gold Delegation, ^ an increment of $ 363 millions was 
required in the gold reserves of the world in 1936 
to enable the price level to be maintained at the 
1928 level, the actual increment in that year was 
$ 1,080 millions at the new parity. 

We have already surveyed the various expedients 
tried in England, America and other countries to 
absorb the excess flow of gold in the monetary system 
without influencing the credit situation. By holding' 
gold outside the banking system in Exchange Equalisa- 
tion Accounts or by reducing the fiduciary issue or by 
raising the reserve requirements of member banks, 
the inflow of new gold is made innocuous so far as the 

1 First Interim Report of the Gold Delegation, p. 16. The 
Gold Delegation calculated that in 1935 the world would need 
central bank reserves amounting to $ 11.289 m.: the actual 
reserves in 1935 were $12,000 m„ at the old parity or 
$ 21,000 m. at the new parity. 
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supply of credit is concerned. It is questionable, 
however, how long the process can continue. At 
present the main responsibility for purchasing the 
new gold coming on the markets of the world and 
thus supporting the price of gold, is being shouldered 
by England and America. Both these countries are 
borrowing on a large scale to finance their purchase 
of gold. There is obviously a limit up to which 
England can reduce her fiduciary issue, the U. S. can 
increase the reserve requirements of her banks, and 
both England and the U. S. can allow the burden 
of their interest charges to grow by borrowing to 
hoard gold which yields no interest. Such an 
unproductive use of public resources can be justified 
only so long as the purchase of gold corresponds to 
an influx of “hot money." But there will soon come 
a time, with a progressive restoration of confidence in 
international banking centres, when even the amount 
of international hot money will be gradually reduced 
and its movements will cease to be erratic, while the 
supply of gold which is at present demanded as 
the medium of transferring the hot money, will 
continue to increase. The question is what is to 
happen then. The hope that France will resume her 
traditional role of a large purchaser of gold on the 
world market after being freed from her financial 
troubles, has not yet been realised. Are England 
and America, then, to continue to buy gold without 
limit or are they to revise their respective policies so 
as to bring the price of gold more in alignment with 
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the changed relation between its demand and 
supply ? 

There is almost a concensus of opinion among 
economists, ^ that any step to reduce the price of 
gold or to restrict its purchases will be fraught 
with grave deflationary consequences. It will give 
a rude shock to business confidence and will 
immediately arrest the pace of recovery. The gold 
scares of April and June last are adduced as instances 
to show what serious repercussions may be produced 
in the security and commodity markets of the world 
even by a vague anticipation of a reduction in the 
price of gold. Besides, there are several practical 
objections to the proposal. A reduction in the 
price of gold necessarily involves an upward revision 
in the value of money in terms of gold. If the 
Tripartite Agreement of September 1936 is to be 
maintained, such a revision has to come about by 
an international agreement and not by a unilateral 
action. In the U. S., it cannot come about by an 
executive decree, except to a very small extent, 
because the President has no authority to raise the 
value of the dollar above sixty per cent of its former 
parity, while already the dollar is at 59.06 per cent, 
and hence the sanction of the Congress will have to 
be sought for the purpose. In France, a reduction 
in the value of gold would mean a heavy loss, 
(which will have to be sustained either by the 

L With the one prominent exception of Professor Gustav 
Cassel. See his article in the Bail if Mail of 9 th June 1937v 
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Government or the Bank of France), because the gold 
reserve of the Bank of France has already been 
revalued on the basis of the new parity of the franc. 
It goes v/ithout saying that the Government is 
unable to bear the loss in its present financial 
circumstances, while if the Bank of France is to suffer 
it, it will positively lead to a restriction of credit. 
England, on the other hand, can take no action 
without the co-operation of America and France 
because the pound is already believed to be 
overvalued in terms of the dollar and no further 
increase in the degree of overvaluation can be 
tolerated by public opinion. Moreover, the losses 
incurred by the Exchange Equalisation Account 
on its sales of gold to the Bank of England are 
intended to be covered by the profits which are 
expected to accrue from a revaluation of the Bank’s 
gold stock in the future. If the gold stock is 
revalued at a rate lower than the average rate 
at which the Account has purchased its gold, a 
part of the losses will remain outstanding and 
will make a permanent addition to the public debt. 
Besides, the British Empire is an important producer 
of gold, its share in the world gold production being 
56.1 per cent in 1935, and hence the British authorities 
cannot be easily persuaded to consent to a proposal 
which would mean a definite loss to the Empire’s gold 
producers and a reduction in the prospective value 
of a very important section of Britain’s overseas 
investments. 
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The economic well-being of South Africa is 
dependent to a considerable extent on the prospects 
of the gold mining industry. Nearly half the 
population of South Africa is supported by the gold 
mines, although their output represents only a fifth 
of the total national income of the country. ^ The 
State is dependent on the Witwaterstrand gold mines 
for nearly one-half of its revenue. ® It is easy 
to imagine what a serious damage would be inflicted 
on the industry and the public finances of South 
Africa by a reduction in the price of gold. Moreover, 
a reduction in price does not entirely remove the 
problem of absorbing gold ; it simply reduces the cost 
of such absorption. It may to some extent discourage 
new production, but the new sources of supply that 
are opened up will continue to be exploited and 
hence the annual output will continue to be on 
a high level for many years to come. 

1. Mr. G. Findlay Shirras in his article on “The Future of 
Gold ” in the Journal of tlie Lullan Lutitute of Batikers (July, 
1937. p. 25) states that between two-thirds and three-fourths 
of the national income of South Africa are from gold mining. 
The statement does not appear to be correct In the latest 
reliable estimate of national income made by the Department 
of Census and Statistics (quoted by Dr, Busschau : The TIuwj 
of Gold Supply p, 109), the proportion is stated to be one-fifth. 
The relative importance of the industry must have considerably 
increased in the last few years, but it is not yet established that 
it is the greatest single industry in South Africa. 

2. Dr. Busschau, Op. eit. p. 108-10 “ It is undoubtedly the 
industry, contributing the largest tax payments and. relatively 
to its profits, it remains the most heavily taxed industry.” 
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It has been suggested that like many other 
international commodities (like tea, rubber, tin, 
coffee etc. ) gold also should be subjected to some 
international scheme of restriction of production. 
Indeed, if it was possible, this would be an ideal 
solution to the whole problem of maintaining the 
price of gold. Unfortunately, there are difficulties 
in the way of its execution. ^ Nearly 76 per cent of 
the world’s output is produced in four countries. 
South Africa, Russia, Canada and the United States, 
while the remaining 24 per cent is scattered over 
more than twenty other countries. Due to this 
uneven nature of the distribution of production it 
will be difficult to evolve a plan that would be 
acceptable to the small as well as the big producers. 
It is, however, equally in the interest of all producers 
that the price of gold should be maintained and 
perhaps a realisation of this may help them to come 
to an understanding. It is an effort worth making, 
because if it is successful, it would considerably ease 
the present tension in the gold situation. 

Unlike other restriction schemes which are 
already in force, the restriction of gold production is 
invested with a peculiar significance for the economic 
well-being of the world. If there is less tea or 
less coffee, perhaps the millions of poor people who 
are unable to consume it without a further fall in its 
price, are deprived of the pleasure ; although a few of 

1. Professor Cassel rejects this proposal on the ground of 
its impracticability, 
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them arc better off due to the increased stability of 
employment which they enjoy as a result of the 
restriction scheme. A preponderant proportion of 
the annual output of gold is used either for monetary 
purposes or for hoarding, and an insignificant pro- 
portion goes into actual consumption. A continued 
increase in the supply of gold at a fixed price may 
lead the world into a dangerous state of inflation, 
while a reduction in its price will, as said above, 
inflict heavy losses on gold producers and will reduce 
the value of gold. So far from being prejudicial to 
the economic well-being of the world, a restriction of 
gold production will actually increase it. This is a 
matter which concerns not merely the gold 
producers, but also those who are responsible for 
the management of currency and credit and those 
millions of poor and rich people who have locked up 
their valuable savings in the form of gold. It follows, 
then, that we cannot leave it entirely to the good 
sense of the gold producers to solve this problem for 
us. A country like India which still holds gold 
worth hundreds of crores of rupees has as vital an 
interest in this matter as any other country in the 
world. Besides, there is this elementary fact that 
gold is primarily a medium of exchange for 
commodities and if the economic system of the world 
is run smoothly and the value of this particular 
type of exchange medium in terms of commodities 
is not to be radically changed, an increase in its 
supply has to bear a certain proportion to the 
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increase in the supply of commodities or the volume 
of exchanges. So long as the increase in the 
volume of exchanges, which depends on a revival of 
international trade and other factors, is still behind 
the increase in the production of gold, a restriction 
of production seems to be the only intelligible 
solution to the problem of maintaining its price. 
It is, therefore, imperatively necessary that a 
determined effort should be made by the leading 
nations to bring together all the important gold 
producers in order to explore the possibilities 
of an agreed restriction of production. 

In the meanwhile some methods have to be 
devised by which the monetary systems of the world 
will be enabled to absorb the new gold without 
producing an inflationary effect on the credit 
situation. A suggestion has been made in the British 
financial press ^ that the various measures taken in 
the beginning of the depression to economise the use 
of gold should be reversed. The reserve requirements 
of central banks, for example, should be raised and 
the feasibility of re-introducing gold coins into 
circulation should also be considered. From the 
point of view of the education of the public in 
currency matters, however, the revival of gold 
currency will be a definitely retrograde step 
which will encourage hoarding. There has been a 
sudden volte face in the attitude of the economists 
towards hoarding. While, a few years ago, hoarding 


1, Tlie Ecotmdtt, April 17, 1937. 
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was condemned by all as the villain of the piece and 
spending was considered to be the only thing that 
would save mankind from the evil of deflation, it is 
now thought inevitable that at least some members 
of the community or some countries should neither 
spend nor invest, but just hoard their incomes in 
the form of gold, if the forces of inflation which 
are already in operation in the world at large, 
are not to get out of hand. If India begins to 
rc-absorb gold for hoarding purposes, it would be 
welcomed by many as a fortuitous solution to the 
problem of gold. It is, however, for India to decide 
how far it is in her interest to divert her valuable 
savings into unproductive channels in order that the 
South African producers of gold should continue to 
make a profit. If this country possesses a favourable 
balance apart from an import of gold, it should utilise 
it in reducing its external debt, or in making foreign 
investments or in increasing investments at home. 
With the gradual spread of banking habits, and the 
growing education of the public in the matter of 
investment, there is little chance of gold being hoarded 
in India on the same scale as in the early years of the 
present century. If. moreover, we invest the favour- 
able balance at home, the increase in our imports 
which will inevitably follow, is sure to restrict the 
import of gold into the country. From a long run 
point of view it is in the interest of India that every 
effort should be made to direct her savings into 
productive channels instead of allowing them to be 
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hoarded in the form of barren metals. 

Even from the international standpoint, it would 
not be a desirable development if the public gets 
accustomed again to an expensive form of currency. 
The re-introduction of gold coins into circulation 
must, therefore, be necessarily ruled out as an unwise 
measure. It is like increasing the circulating capital 
of a business even when there is no increase in its 
output or turnover. It is a waste of public resources. 
A revision of reserve requirements ( or an increase in 
the metallic cover of the note issue) is also open to the 
same objection, but it is a more tolerable expedient, 
because its reversal will not be a very difficult task 
in case it is necessary in future. This, combined with 
the device of exchange equalisation accounts, will no 
doubt serve for a time to absorb the increase in gold 
production in the immediate future. 

There can hardly be a difference of opinion on 
the point that the really permanent solution 
of the gold problem depends on two things: one is 
a more even distribution of gold and the other, a 
restoration of confidence in gold as the essential and 
indispensable basis of the world’s mechanism of 
exchange. These two things are closely interdependent 
and without them no solution of the problem can 
have more than a temporary value. The world’s 
monetary stock of gold is being increasingly 
concentrated into the vaults of a few creditor 
countries which have practically no use for it. 
Indeed, some part of it corresponds to foreign short 
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term funds and will be drawn out of the 
credit or countries when the owners of these 
funds repatriate them. ^ But that part of the gold 
acquired by the creditor countries which does 
not correspond to short term funds and which 
they do not require as the basis of internal credit 
will be of no use to them unless they are able to sell 
it internaiionally in exchange for goods or investments. 
It is as if a portion of their national income is thrown 
into a bottomless sink. They will, in the end» 
impoverish themselves if they do not realise that 
it is as much in their interest as in the interest of the 
gold-producing countries to see that the international 
demand for gold does not fall. Their gold is wealth 
only so long as this does not happen. Already the 
world has lost confidence in gold, because the 
whole weight of the world’s gold production is at 
present being shouldered by two or three countries- 
and the future value of gold depends on what the 
Governments in these countries choose to make 
it at their own discretion. It is difficult to have 
faith in gold even as a store of value unless the 
demand for it is more widely distributed. The only- 
way in which this can come about is by a revival of 
international trade and a resumption of international 

1. It has also been pointed out, in the case of England, that 
the gold reserves in London must be treated as the reserves of 
the whole of the sterling area as well as of England, because 
London has become the centre of the sterling area since 1931, 
{The Ei’onmiit, 22.5.37). 

11 
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lending. The creditor countries have necessarily to 
be more liberal in their trade and tariff policies and 
also to encourage the free flow of long term capital, 
if there is to be a demand for their gold. A bold 
policy of making long-term loans to countries which 
are in need of it and which can use them for 
productive purposes would be an ideal means for a 
redistribution of the world’s gold supplies. But in a 
world which is blinded by economic nationalism 
these ideas are mere platitudes which have to be 
waived aside with a sigh. ^ 

In the opinion of some eminent economists the 
real key to the restoration of confidence in gold 
lies in a definitive stabilisation of world currencies 
on the basis of gold. It is sure to produce 
a demand for gold from different parts of the world 
and may also create an atmosphere in which 
international lending may be resumed and the 
dishoarding of gold may be checked. The various 
determinants of a satisfactory system of international 
exchange, namely, the removal of tariffs, the 
resumption of international lending, the amenability 
of the economic system to the control of central 
banks, the co-operation between central banks in the 

1. Mr. D. Graham Hutton, speaking in 1930. said “ The 
anarchy of the present system together with its recumbent 
apathy to any form of foreign lending will if ignored, leaid to 
a^Idnd of apoplexy of the capitalist economy— congestion at 
the centre and anaemia at the extremeties”. ( The International 
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formation of their credit policies— are, really speaking, 
closely interdependent. It will involve us in a vicious 
circle to insist that some of them must take place 
before others. It is true that no country can 
remain on an international standard unless it is 
able to maintain its exchange rate, whenever 
there is a deficit on its balance of payments, 
without losing all its gold. And it will never 
be able to do it, if there are tariffs abroad to 
prevent it from increasing its exports, if it is 
unable to borrow abroad to cover its deficit, if the 
countries receiving its gold do not allow it to affect 
their internal credit situation, or if, simultaneously 
with the loss of gold, it is unable to reduce its own 
costs of production. But is the ultimate stabilisation 
of world currencies to wait till all these conditions 
are fulfilled ? If so, the prospect of its coming about 
is as remote as that of a millennium. It should be 
possible to break the vicious circle, if all the major 
economic powers make a concerted attempt in that 
direction. But there is another serious diflEiculty. 
The heavy rearmament commitments of many 
countries will probably induce them to remain as 
free as possible from international restrictions. An 
immediate stabilisation, therefore, does not appear 
to be a practicable issue, however desirable it is for 
a genuine restoration of confidence in gold and as a 
really lasting support for its future value. 

To sum up, the true hope for the maintenance 
of the value of gold in future depends on the ability 
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of the gold producers to restrict their production 
and on a revival of international trade. Meanwhilci 
all the devices which are at present being used to 
absorb the increasing supplies of gold must continue 
to function. A clear definition of their policy by 
the leading creditor nations on the crucial issue of 
stabilisation will greatly help to restore confidence 
in the future of gold. It is difficult to be dogmatic 
about the future trend of economic events, but 
since* the international prices are already on the 
upgrade and the wheels of international trade have 
Begun to move briskly, it may not be too optimistic 
to imagine that a better distribution of gold may 
come about and the value of gold may be 
automatically sustained even without any deliberate 
action. But this is no counsel for a lack of policy! 
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BY THE SAME AUTHOR 

THE INDIAN TARIFF POLICY 
With Special Reference to Sugar Protection 

CAPITAL—A craze for protective tariffs being the order 
of the day amongst politicians and industrialists in this 
country, it is refreshing to come across a book written by 
an Indian economist in which an honest attempt is made to 
elucidate some of those fundamental considerations that 
should determine the choice between Free Trade and 
Protection. The issue is no doubt a highly controversial 
one, but Mr. Adarkar has made a commendable endeavour 
to give due weight to both sides of the case, without projecting 
any individual or personal dogma into the balanced 
exposition of the relative viewpoints. 

The author has exhaustively dealt with the case of the 
sugar industry in order to illustrate the effect of protection 
under the existing economic conditions in the country. 

DR, V, ANSTEY, of the London School of Economics 
and Political Science, ( University of London ), writes— I 
am much impressed by your attitude to the whole problem, 
the methods adopted, and also the conclusions. The latter 
are, indeed, very closely in agreement with my own, and I 
think your book should play a very valuable part in 
bringing home to its readers the fundamental economic 
factors which should be taken into consideration in 
formulating tanff policy. 

Professor EDWIN R. A. SELIGMAN, of the Columbia 
University, writes- I have read this with much interest 
and was greatly pleased with your attempt to keep a 




scientific and non-political attitude- It seems to me a 
valuable contribution to the subject. 

THE TIMES OF INDIA, in its first leader on 29th 
October 1936 says — Mr. Adarkar's thesis which is well 
written and well dociunented merits an answer, for it cannot 
be ignored v/hen the question of continuing protection for 
the sugar industry is broached. 

PIONEER — The book on the whole is closely reasoned 
and is bound to be of great interest to students of 
economics, 

SERVANT OF INDIA — The volume under review is 
of great topical interest. Two chapters are devoted to the 
consideration of some particular aspects of the Indian Sugar 
Industry viz. the agricultural aspect and the industrial aspect. 
TTiese deserve the close attention of all critics. 

Mr. Adarkar’s volume is lucid, critical and thought- 
provoking and deseiTes great attention not only because 
the subject is topical, but even from a theoretical point of 
view. 

CALCUTTA REVIEW—The work is theoretical with 
a vengeance. The other side of protection has been 
forcefully presented in this work which seeks really to 
invite careful attention to non-protective measures as aids 
to the economic development of a country. 

SIR JEHANGIR C COYAJEE, Member of the Indian 
Fiscal Commission and the Royal Commission on Indian " 
Currency, writes— 1 have read it with great interest. It 
is an important contribution to a subject of great value to 
our country. Although no two economists can agree at 
every point on such a comprehensive subject, f can sincerely 



congratulate you on having written a work which will 
•attract great attention in India. You show, if I may say so, 
considerable ability in dealing with the theoretical aspects of 
the question and the theoretical basis of the book is 
undoubtedly sound It was a pleasure to read your 
treatment of the views of distinguished economists like 
Harrod and Barrett Whale. 

THE INDIAN REVIEW — At a time when the extent of 
protection for sugar industry is under investigation by the 
Tariff Board, this book which deals with the Indian tariff 
policy with special reference to sugar protection will be read 
with more than ordinary interest... The book is highly 
provocative. 

DEVALUATION OF THE RUPEE 

ILLUSTRATED WEEKLY OF INDIA-A great deal has 
been written on the subject of the exchange ratio, but it is 
not often that one comes across as dispassionate and 
unprejudiced an examination of the question as that of 
Mr. Bhaskar N, Adarkar, M. A. ( Cantab ). 

THE WEEKLY BOMBAY— His lucid exposition and 
trenchant criticism of the subject bear testimony to his 
industry, scholarship and originality. The booklet is a 
welcome addition to the existing literature on the subject. 

THE HINDUSTAN REVIEW— Although his conclusions 
run counter to the views of a large number of Indian 
economists, his arguments deserve serious consideration at 
the hands of all students of economic thought. 

UNITED INDIA AND INDIAN STATES-Charts and 
figures included in the book are indeed invaluable, and 
students of economics and others interested in the present 
economic crisis should find this book indispensable. 









